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1. Summary of main findings
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1. Summary

The following is the summary of results from the SME Credit Demand Survey . All interviews
were conducted between 3™ April and 26™ April 2017 and covered the period from October
2016 to March 2017.  Throughout the report, the most recent wave of findings (referred to as

Mar 6 1) is compared with corresponding waves from previous years. This ensures that

historical comparisons are being made on a like -for -like basis , taking any seasonal issues into
account.

1.1 Trading Performance

Trading conditions for this most recent period remain favourable, and very much on a par
with those prevailing during the same period in 2015 and 2016

In terms of turnover, 42% of all businesses surveyed report increased turnover in the past
six months, with just 16 % reporting a decrease. Of those reporting increased turnover, the
average percentage increase is 1 2%.

Most sectors do not see any significan t year -on-year change in trading conditions, with more
companies having seen increased turnover than a decrease. The construction sector has the
highest proportion of SMEs reporting increased turnover.

The proportion of companies increasing their staff numbers stands at 23 % in this most recent
wave of interviewing, compared with just 7% of companies which have decreased their head
count. This rate of staff increase is broadly on a par with that registered in  March 2015,

although slightly lower than the M arch 2016 equivalent.

For the fourth year in a row, we have seen an increase in the reported number of companies
making a profit with a net profit versus loss balance of +53 % in March 2017, +50 % in March
2016, +43% in March 2015 and +33% in March 2014.

In terms of overall trading trends, a higher propo rtion of companies than ever (69 %) are
pursuing some form of growth strategy, albeit with the majority of these focusing on
stabilising the business while pursuing smaller growth opportunities.

While busine ss sentiment with regard to the next six months remains in positive territory,
confidence has declined  marginally from 51 % of companies in  March 2016 expecting the
business climate to improve in the next six months , t0 49 % this year.
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1.2 Demand for ~ Banking Finance

Credit demand from banks continues to decline year -on-year, with 20 % having applied for
bank finance in th e past six months compared to 26 % in March 2016 . This decline in credit
demand is consistent across SMEs of all sizes, with the exc eption of medium businesses (up

from21%in March 2016 to 25% in March 2017 ), and should be interpreted within the context
of improved business performance and profitability in the past six months.

The survey also registers a decline in expected future demand for credit, with 13% ofall SMEs
expecting to apply for finance in t he next six months, down from 20 % during the
corresponding period in 2016 . This decline in expected future deman d is driven mo re so by

micro and small sized SMEs.

The m ain stated reasons for not having sought credit in the past six months are dominated
by a simple lack of credit re guirements, a reason cited by 89 % of businesses not seeking
credit.

Of the minority of companies wh ich had requested bank finance in the previous six months,
new loans, leasing or hire purchase and renewal/restructuring of existing overdraft and new
overdrafts were the main bank finance products requested.

The most significant decline in credit demand i s from the construction and manufacturing
sectors, although the wholesale/retail trade and repair sector has also witnessed an eight
percentage point drop in demand for credit compared with the same period in 2016 .

Almost half of all SMEs with outstanding loans are not certain of the interest rate attached to
their outstanding loans. Of those who are aware, the average cost of credit on outstanding
loans is 3.6% - adecline from 4.8% in March 2016.

Just 14% report that the number of days in which customers pay them for their services has
increased over the past six months, a percentage which has declined marginally from 15 % in
March 2016. There has  been no change in relation to the average number of days it takes

these businesses to pay their own s uppliers compared with last year .

Just 1 % of SMEs report having missed repayments of their loan in the past six months, down
from 3% in March 2016

Similarly, just2 % have made adjustments to their bank debt in the past six months, with the

main types of adjustments made by this small cohort centring around repayment scheduling,
and term or interest rate reduction. The proportion of SMEs suggesting that their turnover

levels are seasonal continues to decline and stands at 45 % of all companies this wave. T his
has a related effect on credit demand, with 56% of all businesses reporting seasonality of

turnover also suggesting seasonal credit demand.
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1.3 The Application Process

Just one in five of  all SMEs have requested bank finance in th e past six months 1 down from
26 % during the same period last year.

Of tho se companies who have requested bank finance, business expansion, working capital
and the purchase , replacement or lease of hew equipment are the main uses to which this
finance was put.

Of thos e who s ought banking finance, 80 % formally applied for it T a similar level to that
recorded in March 2016. The main reason given for submitting an informal _request is that the
business felt there was no need, as it related to a repeat loan or was linked with a p ersonal

relationship in the bank.

The proportion of companies who applied for finance with one of the pillar bank s continues to
decline 7 from 88 9% of all those requesting bank finance this time last year to 75% this year.

The average val ueof creditappli ed f or was tiHi5¢ ,pe®2r, down MhmMarch G309, 0C
201 6. Of tho se applying for bank finance, 45 % had to provide some type of collateral , with

the main collateral type required being buildings, land, or personal assets of the owner. The

average value of collateral requir ed as a percentage of loan is 74 % - dropping to 49% for

medium sized applicants.

63 % of all finance applications were proc essed within the stipulated 15 working days of receipt
of all information fro m the company, similar to the 68 % reported over the same period in
2016 .

The average amount of time from application to decision increased from 16 working days in
March 2016 to 2 4 working days in March 2017. The proportion of loans that are still pending
stands at just 14%

The proportion of credit ap  plications declined stands at 11 % in this survey, up marginally
from 10 % during the sa me period last year. Overall, 75 % of all SME credit applications were
fully or partially approved at the time of surveying. Decline rates are lower for export versus
non -export busines ses.

Those applying for credit to restructure a loan, or for working capital are also more likely to
have their request declined than are those looking to use the credit for Capital Investment.

Main stated reasons for credit decline remain centred on applicant controlled factors,
particularly account performanc e/history and adequate payment history. Just 12 % of all
companies who have been declined bank finance agree with the reasons given for their

refusal, the same level asrecord ed in March 2016.
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Last year 30 % of those refused credit reported that they were informed of their right to an
internal review. This figure has decreased to 20% of all SMEs refused credit in 2017 , although
it should be noted that this calculation is based on a very small base size of just 35
respondents. Also, the proportion uncertain as to whether or not they were informed has
increased from 7% in March 2016 to 18% in March 2017.

Excluding donodt k n o w s jncreading avér tha past dourb e eyears, an increased

number of companies refused credit from the two pillar banks said tha t they were informed

of their right to a decision review by the Credit Review Office (50% this year, up from 29 %
last year).

59% of SMEs whose credit applications were approved have availed of a Il of the facility, a
further 16 % have availed of part of it, with 26% not yet having availed of it, up from 21% in
March 2016.

1.4 Non -Bank Finance

The proportion of companies making enquiries for non -bank finance has been steadily
decreasing since March 2014 and now stands at just 6 % of SMEs. The main types of non -
bank finance requested were for Government support, and other Government financial
support .

62% of these requests for non -bank finance were either fully or partially succ essful,
representing a decrease from 66 % in March 2016 .

The decline rates for suc  hrequests are  17%, a figure which was the same in March 2015 and
March 2016 .

Of those companies who have not applied for Government financial support, the main reasons
given were al ack of need for such finance (70 %), and a lack of awarenes s of such sour ces of
funding (9 %).

A majority of SMEs are aware of Enterprise Ireland (EI) (86% ), and Local Enterprise Offices
(70%) .

A minority (41 %) of SMEs are aware of the Credit Guarantee Scheme. There continues to be
a strong appetite for State support, with 68% of all SMEs indicating they would like to see

more information on how businesses could apply for State funded support.

Internal funds/retained earnings represent the primary source of working capital finance, with
78 % indicating this is so.
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15 Credit Support Awareness

Finally, when prompted, 58 % of SMEs claim they are awar e of the Credit Review Office down
from 62 % in March 2016.

At an overall level, 45 % of all SMEs believe that the banks are currently lending to at least
some SMEs, 21 % believe they are not, while 35 % are unsure. Medium sized companies are

least certain in this regard. Of the 21% who believe that the banks are not lending, 30% claim
that their view is based on personal experience (d own from 32 % thistime last year), with the
balance basing their opinion on information from business organisations, media reports , or

the views and opinions of their peers.

Demand & Credit Outcome Summary — All SMEs
(Base: All SMEs —1,519)

Demand Outcome

No finance needed

71%

Prefer not to borrow
(o)
5%

1%
Approved

15%

Demand

2 0 % . - Decllned

.

» ) ¥
- Roinn Airgeadais
Department of Finance
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2. Introduction

This Report presents the results for the latest wave of the SME Credit Demand Survey
commissioned by the Department of Finance, and covers the period October 2016 to March
2017. Behaviour & Attitudes Ltd, the independent market research and polling organis ation,
have conducted this wave of the survey

The key parameters of the survey have been kept identical to those in previous waves in
order to ensure comparability of data over time. This includes the quotas set for company
size and industry, the databas e of leads used to select businesses for interview, and the key
guestions in the questionnaire itself.

All interviews for the study were conducted through Behaviour & Attitudes Computer Assisted
Telephone Unit. Intot al 1,519 telephone interviews were con ducted with a random sample of
Irish micro, small and medium SMEs. The interviews were conducted between the 3 April
and 26" April 2017.

2.1 Economic Context

The Irish economy is continuing to grow with GDP up 5.2 per cent in 2016. With further

declines in unemployment and expected increases in consumption and investment by Irish
consumers and businesses, the outlook for the Irish economy remains relatively positive.

However, it is worth noting that the recovery could be impacted by external factors i ncluding
inter alia weaker growth in key export market s,
associated with the policy stance in the US.

We also see a further improvement in the labour market. The unemployment rate continues
to falland was 6.4 % in May 2017 i down from a peak of over 15 per cent in early 2012. We
also see a downward trend in the number of insolvencies.

The Q2 2017 quarterly bulletin from the Central Bank confirms a broadly favourable outlook
for the Irish economy:

fiDespite the concerns about Brexit and the weakness of sterling, recent evidence
points to a broadening of recovery on the domestic side of the economy, with consumer
spending continuing to grow solidly and the revival of the construction sector gaining

tra ction. Growth in underlying domestic demand over the past year has been
supported by strong and broad -based growth in employment, which, in 2016, grew at
its fastest rate in almost a decade. Since the low point reached in 2012, employment
has grown by over 200,000, at an average annual rate of almost 2.5 per cent, while
employment outside of the construction sector has now moved above the previous
peak reached in the first - half of 2008.

The cumulative effect of these gains has helped incomes to recover and supported
solid growth in consumption in recent years. Allied to strengthening growth in
underlying investment, which excludes the volatile components of intangibles and
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aircraft, this has underpinned recovery on the domestic side of the economy and, to
date, has outweighed the negative impact of external factors.

Looking ahead, the main impetus to growth in 2017 and 2018 is expected to come
from the projected strength of domestic demand, reflected in solid growth in consumer
spending and underlying inves tment. The main driver of growth will be continuing
gains in employment and incomes, though some moderation in employment growth
from current rates is projected over the forecast horizon. Notwithstanding this gradual
moderation, underlying domestic demand is projected to grow by 4.0 per cent in 2017
and by 3.5 per cent next year.

While the central forecast is for economic activity to continue to grow at a healthy
pace, risks to these forecasts are to the downside. The outlook is characterised by
uncertaint y about the external environment, both in relation to Brexit and the changing
international political and economic policymaking landscape. Looking at the wider
international picture, there are also risks related to the potential for changes to broader
inte rnational taxation and trade arrangements.

Both in the short term and the longer term, the economic impact of Brexit on Ireland

is set to be negative. Reflecting this, the Central Bank revised down its economic
forecasts in the wake of the UK referendum. To date, in the absence of any weakening
in the UK economy, the impact of Brexit has mainly been experienced through the
sizeable depreciation of sterling against the euro. In addition, however, those sectors

with a high dependency on exports to the UK rem ain exposed to any future adverse
UK economic developments and also the threat of new barriers to trade. Consequently,
sectors such as agri -food, clothing and footwear and tourism could be affected
disproportionately.

While exporters selling to the UK are most immediately affected, there are additional
channels by which shifts in the sterling -euro exchange rate affects the economy. First,

in many domestic sectors, the market share of domestic firms could be affected by

import competition from the UK. Secon d, many domestically -orientated firms are
suppliers to exporters or rely on employees in exporting firms as customers. Third,

sterling depreciation may be associated with an increase in cross -border shopping,
including a greater volume of online purchases from UK websites.

While these are adverse forces, it is also important to point out that a weaker sterling
may benefit some firms that rely on imported inputs from the UK and that real income

gains to households due to cheaper imports from the UK may, in part, be recycled into
higher spending on domestically - produced goods and services. Over the longer term,
Irish firms will have to adapt to the post -Brexit environment. The current uncertainty

about the future UK -EU relationship may delay investment plans. In turn, as clarity

about the post -Brexit world emerges, firms will have to develop new strategies to
respond to the new configuration. In the event of higher trade barriers between the

UK and the EU, some firms may plan to serve UK customers through FDI into the UK,
while others may search for new export markets. In the other direction, some UK firms

may look to set up affiliates in Ireland both to serve the Irish market and as a platform

forEU-wi de trading. o
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The Eighteenth Report from the Credit Review Office also noted a favourable outlook and the

improving performance of SMEs, although it also noted that some SMEs do still have a way

to go to return to full financial strength. The report also highlighted some areas of conc ern
for SME credit , including :

1 An emerging trend observed in the quality of service experienced by SMEs/farmers
during their interactions with the banks, with some applicants experiencing poor local
service and relationship management, which is a contribut ory factor in the difficulties
they have experienced in accessing credit.
1 Banks appear to have generally tightened their credit policies over the past year, and
the Credit Reviewer is of the opinion that more can be done by the banks to ensure
that all v iable SMEs and farms are supported.

Therise inon -line credit applications and automated decision making has affected the quality
of service may also be contributing to this trend.

2.2  Government Support Measures

The Programme for Government contains a range of commitments to help support small and

medium -sized enterprises. This includes action to ensure that an adequate pool of credit is

available to fund small and medium -sized businesses in the real economy durin g the re -
structuring and down  -sizing programme for the domestic banking sector. Since 2014, the
Department of Finance has examine d and collate d detailed data from AIB and Bank of Ireland

on a monthly basis, to ensure there is a more informed understanding of the SME bank lending
environment with ap  articular focus on new lending.

Strategic Banking Corporation of Ireland

The Strategic Banking Corporation of Ireland commenced lending in March 2015. To the end
of December 2016, t he SBCI544hndl®on Itoel?,6593 USMEs supporting 67,150 jobs
The SMEs who received SBCI finance are from a variety of business and economic sectors and

are spread across every region of the country. 84% of loans are for investment purposes and
the average loan size is approxima t e | 43,200 . There is a broad geographical spread of the
SMEs supported with approximately 85% of them based outside Dublin.

In 2016, SBCI entered agreements with 3 additional non -bank on -lenders (First Citizen, Bibby
Financial Services and FEXCO Asset Finance ), bringing thei r total number of on  -lenders to 8.
The SBCI expects to launch additional on -lenders in 2017.

A detailed breakdown of the loans for the first half of 2017 will be published in July 2017. To

dat e, the SBCI has ¢ ommo6tniillomto their 88 mh a |-lendeffs to (p@vide
appropriately priced, flexible finance to Irish SMEs. The SBCI has a current funding capacity
of over 01 billion, which it wildl use to help Il rish SM|

The SBCI is currently  seeking to broaden its distribution capability and market coverage by
adding new on -lenders and working to develop innovative products, thereby serving to meet
the needs of Irish SMEs and drive competition in the SME finance market.
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Supporting SMEs Camp aign
Almost 100,000 businesses and entrepreneurs haveavail ed of the Government 6s
SME Campaign since its launch in May 2014.

This campaign is a cross -governmental initiative developed to help small businesses and
entrepreneurs learn the full range of potential Government supports available to them. At the

heart of this campaign is the Supporting SMEs Online Tool, which brings to gether over 170
Government business supports from 30 Departments and Agencies to one simple -to-use
website.

The campaign comprises three essential components: the Online Tool itself, marketing of the
campaign and outreach to small businesses via events ac ross the country.

The ASupporting SMEsO onl i ne wwwsopportioggmesibe accessed at:

Ireland Strategic Investment Fund

The Ireland Strategic Investment Fund (ISIF), previously the National Pensions Reserve Fund
(NPRF), is a cornerstone investor in two SME funds (SME Equity Fund - Carlyle Cardinal Ireland
and SME Credit Fund - Bluebay) making equity and credit available to SMEs and mid -sized
corporates in Ireland.

The ISIF continues to deploy capital to support new and existing non -bank alternative and

ot her providers of finance as part of its strategy. A
2016, including U30m to two SME Funds (Causeway Capita
to Finance I|Irelppmadxiimbh2erhmyain six VC funds, a 043m inve
the publicly | isted venture capital vehicl e, and a u04:

loan fund.

On 1 June 2017, the ISIF completed a £10m investment in Draper Esprit plc as part of a

£100m placement and subscription. This is a follow -on to | SIF6s cornerstone 1in
the I PO in June 2016. As a resul't of | SIF6s new i nv
investment at least an additional £20m into Irish companies over the next five yea rs on a

reasonabl e endeavours basi s. Thi s brings Draper 6s t

companies to £50m by 2022.

Enterprise Ireland Seed & Venture Capital Scheme

To develop the domestic venture capital system, the Government commitment of G175 omi ||
under the Seed and Venture Capital Scheme 2013 -2018 aims to | everage a fur
million from the private sector, for investment in high potential start -up and scaling

companies . As of June 2017, EUR 131 million had been allocated through 2 separate
competitive calls in 2013 and 2015, with a final call taking place in 2017.

Microfinance Ireland and the Credit Guarantee Scheme

The Government has also launched both the Credit Guarantee Scheme and the

Microenterprise Loan Fund. The Microenterprise Loa n Fund is managed by Microfinance

Ireland on behalf of the Government. It allows microenterprises and sole traders across all

sectors, employing fewer than ten people, to apply for
Q1 2017 U18.2m in | oa noged, lsuppoking 12,848 jobs.a7p% of loans are

granted to microenterprise s outside of Dublin with ~ 21% granted to microenterprises in Dublin.

11 | Page
Confidential


http://www.supportingsmes.ie/

The Credit Guarantee Scheme is open to businesses employing fewer than 250 staff and with

an annual turnoverofle ss than 450 million (SMEs). I't offers Stat
to U1 million. Under the scheme, a 75% State guarantee
losses on qualifying loans to firms who otherwise have difficulty getting credit owing to

inadequacy of <coll ater al or inadequacy of banks6 under st ¢
model, market, sector or technology. Up to end Q1 2017 437 facilities have been sanctioned

totalling U69.8m which has supported over 2,800 jobs.

Under the Credit Guaran tee (Amendment) Act 2016 a new Credit Guarantee Scheme was
recently announced bringing into effect certain changes. The new Scheme increases the
maximum guarantee provided by the State from 75% to 80%, and allows other financial
providers and financial pro  ducts to come within the remit of the Scheme. The 2017 Act
provides for a new Counter Guarantee Scheme to be made to facilitate the unlocking of SME
funding from EU institutions (COSME, Innovfin, EFSI).

Cash Flow Support Loan Fund for Farmers

In order to assist farmers with market difficulties and price volatility leading to short -term
cash flow issues, the Department of Agriculture, F ood and the Marine (DAFM) and the
Strategic Banking Corporation of Ireland (SBCI)t devel o]
Loan Scheme for far mer s. The scheme was supported by
Adjustment Aid and further funding from DAFM, under a derogation from state aid regulations
that ordinarily apply to the agriculture sector. This scheme is also supported by a COSME
counter guarantee facility. This fund was used to provide highly flexible, low interest rate
loans to the farming sector was operated by the SBCI through its on -lending partners. The
fund was rolled out in February 2017 and has now been exhauste d.
12 | Page
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2.3 Rationale for this Demand Study

The 4th report of the Credit Review Office suggested that iexi sting O6credit surveys
used widely as a commentary on the availability of bank lending. These surveys are not quality

assured by any reputabl e market research organisation and may be misleading to many

businesses into not seeking bank credit and using alternative sources of financing both of

which are riskyo.

As such, Irish SMEs, the Government, policy makers and other stakeholders require ar eliable
and reputable demand study to be conducted either as a once off exercise or as part of an
on-going process. This report represents the output fro m such a demand study exercise.

2.4 Study Scope
The scope of this exercise was to establish a regular , independent measure of the demand for

credit (encompassing all lending institutions) from the perspective of the SME. Additionally,
and since the provision of credit to SMEs extends beyond the two pillar banks, information is

required to inform Governmen t as to the experience of micro, small and medium -sized
enterprises in accessing credit from the banking sector as a whole. In this context, the
Department of Finance commissioned this study to ascertai n the situation in relation to:

1 the demand for credit from SMEs

i the failure of SMEs to seek credit

i1 the reasons given for refusal of credit and

i their level of knowledge on their rights in relation to credit.

Company Size

This Review was conducted on the basis of companies falling into one of three categories of
SMEs, as determined by the EU definition of each category, which can be broadly summarised

as follows:

Description Employee Numbers Turnover Balance Sheet Value
Micro 1-9 <=2million <=2million
Small 10-49 <=10 million <=10 million
Medium 50 -250 < =50 million <=43 million

*A company which satisfies two of the three criteria is deemed to be a SME, one of which is
employees.
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Credit Products

The Review covered the following credit products:

1

= =4 -4 -4

Overdrafts
o New overdraft
o Renewal/ restructuring of an existing overdraft

o New loan
o Renewal/ restructuring of an existing loan
Invoice discounting
Leasing or hire purchase
Bonds (bank backed, advance payment of other bonds etc.)
Other credit products

Sectoral Analysis

In order to ensure that informat ion produced as part of this study was comparable with
previous studies and could be collated to form a sectoral picture, we have used Central Bank
sectoral codes.

i Central Bank sectoral codes are those codes used by the Central Bank, and specified

at EU level, under which individual banks submit their quarterly returns to that
Organisation. These codes are based on NACE Rev. 1 codes.

The NACE Code system is a pan -European classification system which groups

organisations according to their business activi ties. It assigns a unique 5 or 6 digit
code to each industry sector e.g. B - Mining and Quarrying - B5 - Mining of Coal and
Lignite.

In order to ensure that the results are representative of the overall SME population,

the construction sector, in so far a s property development and speculative activities
are concerned, has been excluded. Only companies who support or supply to the
construction sector have been included.
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1 The specific sectors or subsectors included in our analysis on the basis of NACE codes
are shown below:

NACE Categories

Agriculture/Forestry/Fishing

Manufacturing - processing & food
Manufacturing T high tech

Manufacturing i other

Construction T general construction
Construction i other

Wholesale

Retail, Trade and Repairs T non -motor
Retail, Trade and Repairs i motor only

Hotels & Restaurants (including bars)

Transport/storage/communication

Financial & Other Business Services

Real Estate activities ( excl. speculative)

Professional, scientific and technical

Human, Health and Social Work
Admin and Support services

The specific sectors or subsectors excluded from the analysis are set out in detail below:

1 Non SME related financial intermediaries: non -bank credit grantors , credit unions,
collective investment  schemes, SPVs , asset -backed securities, pension funds
Speculative real estate activities

Speculative construction activities

Educations i schools and colleges

Hospitals

Churches and religious organisations

Charities

Government (central and other)

Extra -territorial organisations and bodies

Private household lending.

= =29 -9_-5_9_45_9_-2

Time Period of Study

In reviewing results it should be noted that the time period of this study is a six month period

from October 2016 to March 2017 . Seasonality may have an impact on the results of the
study.
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3. Methodology

This survey represents a study of lending to SMEs conducted in Ireland examining the issue
of credit availability. For this wave of research the survey was carried out by the independent
market research company Behaviour & Attitudes

3.1 Sample Selection

The study sample was selected at random from an industry -leading database of all SMEs
across Ireland  supplied by Bill Moss, the leading compiler and database provider in Ireland.

This database is compiled from multiple sources and updated regularly. At the date of writing,

the database held approximately 130,000 SME records.

A starting sample of 10,000 SMEs was randomly extracted from this database, across each

SME size category and NACE sectoral group, ensuring that respondents included a reasonable
spread of micro, small and medium -sized SMEs and a proportional representation of 16 key
business sectors set out in Section 2.4 above.

In total, 9,073 comp anies were contacted to complete the 1, 519 intervie ws, with some
companies either falling outside of the quotas classifying small and medium enterprises,
others refused to take part or could not do so within the time frame set out for interview.

Quotas were set in order to ensure that the sample was sufficiently representative of the SME
population in terms of both SME size (micro, small and medium) and sector (as defined by
NACE codes); and also matched the previous waves of this survey.

3.2 Sample Accuracy

The sample error for a survey of this na ture is very good. Based on a total database of 130,000
SMEs in Ir eland, the total sample of 1,519 companies has a possible sample error of just +

or 1 2.5% (at a 95% significance level), while the sub samples of micro, small and medium

companies (each wit h approximately 500 interviews) has a possible sample error of just + or

T 4.4%.

3.3 Collection of Data

Telephone interviews were conducted with 1,519 Irish micro, small and medium SMEs, based
on a questionnaire finalised between the Department of Fina nce and Behaviour & Attitudes.
The questionnaire was a broad repeat of t hat used for the September 2016 wave. Changes

to the questionnaire were kept to a minimum this wave, in order to ensure comparability to

the previous wave. The change s made this wave included addi ng O0hedgingd as an
Q9a which asked about requesting different types of fi
in business requirements as a result of Brexitdéd to the
The additionaoftedéMreltahidd was added LULoanFundStleeme Matcr of i na
Q.17a/b.

0
n
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All interviews were conducted between 3™ April and 26™ April 2017 and covered the period
from October 2016 to March 2017 . Over the course of the study, 1,519 SME interviews wer e
conducted. The typical telephone interview lasted between 5 and 35 minutes, depending on

the level of credit demand.

Data from completed questionnaires was reviewed, analysed and the results are presented in
this Report. The full study questionnaire is attached as an Appendix to this Report and detailed
results are presented in Sections 4 -9.

3.4 Comparative Results

All key parameters of the methodology used in this wave of the Credit Demand Survey were
kept the same as in previous waves, in order to ensure direct comparability. This included the
approach, quotas, key questions in the questionnaire, and sample database.

Within each micro, small and medium category the number of study respondents by sector
can vary slightly (+/ -2% on a sectorial level) . Results for this study were weighted to the
same size profile  as that used in the prior study.

Information relating to applications is based on actual results on the basis that lenders must
consider each application for credit on its own merit.

3.5 Sample Size

1,519 SMEs participated in the telephone interviews. Companies were allocated to micro,
small and medium size categories based on employee numbe rs as a proxy for company size.

The three SME size categories have very different characteristics. As such, and in line with
previous surveys, SMEs should not necessarily be considered as a single population but as

three distinct populations I micro, small and medium. Study results have been provided
separately for each category and this Report should be read on that basis.

A sample of SMEs were contacted and asked to respond to a phone based questionnaire. This

sample was selected from a database of approximately 130,000 companies. The study was
carried out in  April 2017 and respondents were asked to respond based on their experience
from October 2016 to March 2017

It should be noted that whilst the physical number of micro enterprises operating in Ireland
is significantly higher than the number of small and medium enterprises, the economic weight
or value of each category of SME (micro, small and medium) to the Irish economy is broadly
similar.
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3.6 Limitations

The results set out in this document should be considered in the contex t of the following
limitations:

1. The study provides the consolid ated opinions of a wide range of SMEs but it is not a
census of the entire population of SMEs in Ireland.

2. Each study collects responses from a random sample of SMEs and hence the change in
the underlying quality and characteristics of the business will contribute to some of the
variations noted from study to study (however, sample error rates shown earlier should
account for this).

3. Whilst every effort has been made to ensure that the study sample is as fully

representative of the population as a whole as possible, it is possible that certain sub -
groups are under -represented. It should be noted that the following sub -populations are
relatively small for robust analysis:
a) The study included a sample of companies which employed one person

(i.e. wer e self -employed).
b) The study included a number of companies who had been in business for up to

two years, however this type of company has generally not filed company
accounts and/or is not listed in Company Registration Office records and is not
in the database used for sampling purpose.

4. Demand for credit and the bank lending decisions surrounding the approval of credit are
complex, multi -faceted, an d unique to each individual SME application. Not every
variable contributing to a credit decision can be probed during a telephone interview
and likewise the characteristics of the respondents business cannot be fully and
comprehensively captured in such a timeframe.

5. Slight rounding may occur in the graphical or other representation of figures in this
document.

3.7 Other Research

We have examined the research work conducted in the area of SME lending (demand and
supply) by various stakeholder groups. These include the Central Bank of Ireland, CSO, Credit
Review Office and ESRI amongst others.

3.8 Privacy of the Respondent

Throughout the study process all interviews conducted with SMEs were carried out on a

confidenti al basis and the respondentsd rights wunder
observed including the rights of respondents to choos e not to answer or to end the interview

at any stage. In all instances the interviewer ensured that responses were collected from the

person who had primary responsibility for financial matters in their business.
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The Department of Finance had no specific interest in the individual financial affairs of any of

the SMEs that participated in this study. Rather, the key objective was to better inform
Government of the volume, nature and demand for credit in this k ey sector of the Irish
economy.

We would like t 0 express our sincere thanks to all those SMEs who have participated in this
study.

19 | Page
Confidential



4. Profile of Respondents
4.1 Company Size, Turnover & Length of Time in Business
To be able to compare the results from the credit demand study wave by wave, itis important

that the samples achieved are similar on key business demographics. This was achieved
through strict quota control on company size and sector.

Analysis of Sample
(Base: All SMEs — 1,519)

Company Size Annual Length Of Time
(No. of Employees) Turnover In Business
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar

Mar Mar Mar Mar Mar Mar

12 13 14 15 16 17 12 13 14 15 16 17 12 13 14 15 16 17

% % % % % % % % % % % % % % % % % %
====== o n n
Small

(1049)
1 120years===

€0m-€2m 67
Micro
(1-9)
2-4
UptoZX{?egré : !!‘ gggg_-

Medium
(50-249)

Morethan
20vyears

-
.0

Department of Finance

The above confirms the similarity of the samples with identical distribution on company size
and al most identical distribution on turnover and length of time in business.
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4.2 Exporting Companies

20% of the companies interviewed export goods or services outside the Republic of Ireland.

It is worth noting that the export question (Q.1d) was changed slightly from the March 2013
wave and again for the March 2015 wave which might impact comparability for this question

slightly over the years.

Export Overview
(Base: All SMEs — 1,519)

‘\
Exporting Activity Percentage O[:: firm; (S);Ies exported
March "17 (Mziih .17)
% J/

Our firm regularly exports
From 1to 10

We began exporting in the last six months

We are thinking of exporting at a future date
From 11to 20

From 21to 30
From 31to 40
From 41to 50

From 61to 70
From 71to 80
From 81to 90

From 91to 100
Don't Know

Mean 36.17

We don’t export

(Qic)

p
Roinn Airgeadais
Department of Finance
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Just 2% of all exporting companies have had difficulty sourcing export related finance.

Incidence of encountering difficulty in sourcing export related finance
(Base: All SMEs exporting goods or services — 309)

Ever had difficulty in sourcing

exportrelated finance Difficulty encountered
March2017 March2017
% %
Yes (All who encountered difficulty - 6%)

29

Lack of collateral /security 31

The sector in which your business
operates is no longer a sector to which
the credit provider is prepared to lend

Too expensive

Other

Don’t know

(Caution: Low base)

No

(Qic)

Reinn Airgeadais
Department of Finance
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Analysis of Sample - Export
(Base All SMEs —1,519)

- BN ‘I .’
- ﬂ‘l‘ ‘ Ili\ r!\l 1 A
A t| |Y\ / \\

Exported In The Past 12 Months
Mar 12 Mar 13 Mar 14 Mar ‘15 Mar 16 Mar 17

No
(Qic)
Roinn Airgeadais  (AOS)
Department of Finance
Among those SMEs who do not currently export, 4% have begun, or are considering exporting

at a future date.
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4.3 Innovation

43 % of SMEs have engaged in innovative activities over t he past 6 months 71 thisisa decrease
of 10% vs March 2016 . There has also been a 54% drop in companies engaging in new
business practices /methods of organising work/external relations compared to March 2016.

March March March March

2014 | 2015 | 2016 2017
% % %

New marketing concepts/strategy 31 34 31 25
New l:.)u-smess practlces/met.hods of 32 2 o8 15
organising work/external relations

New/improved services 24 27 23 17
N.ew- |mproved methods o_f productlon, 17 20 17 11
distribution or support activity

New/improved goods 21 22 20 15
ANY INNOVATION 53 56 53 43
NONE OF THESE 47 44 47 57
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4.4 Regular Financial Management Tasks & Use of Financial Advisors

Compared to March 2016 , we see similar levels in terms of the financial management tasks

undertake n by the companies. 82 % maintain regular management accounts ( a decline of 5%
since March 2016), 66 % maintain an existing business plan i similar to the level seen a year
ago. However, we see a decrease for the second year in the incidence of using financial
advisors in the past 6 months. 35 % of SMEs have used financia | advisorsinthe past 6 months
T this is down from 43 % in March 2016 . Also we see a decline in estimating cash flow
requir ements for the coming months (63 %, down from 69 9% in March 2016 ).
Analysis of Sample — Financial Planning
(Base: All SMEs — 1,519)
Task Conducted
Mar 13 Mar ‘14 Mar’15 Mar ‘16 Mar ‘17
% % %
Maintain regular
management 88 87 82
accounts
Maintain an existing 68 69 68 66
business plan
Estimate cash flow
requirements for 72 64 72 69 63
the coming months
None of the above 6 8 6 7 7
% Sought Professional
Advice Regarding 50 49 48 43 35
Financial Requirements
» @ (3b)
"\ . (@7)
Roinn Airgeadais
Department of Finance
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5. Trading Performance

5.1 Turnover Trends

Trading conditions for SMEs in the period October 2016 to March 2017
similar proportions of SMEs claiming increased turnover in the past 6 months (4 2%) compared
to the same 6 month period in 2016 (45%). 42 % report tha t turnover is un changed while
16% of the SMEs report that their turnover has decreased in the past 6 months. Comparing

remain favourable with

turnover trends over the past 3
favourable and the proportion of SMEs

years, we see that trading conditions for SMEs remain
are settling in on a plateau of turnover.

Turnover of the Business in the Last 6 Months
(Base: All SMEs — 1,519)

(Base: All With Increased Turnover - 639)
% change

20+% 17

Mar'l2 Mar'l3 Mar'l4 Mar‘l5 Mar‘l6 Mar ‘17

% % % % % % /
Increase in turnover ﬁ ﬁ ﬁ ﬁ ﬁ H
(Base: All With Decreased Turnover -248)

% change
Remain the same

10-199
% Average

11.73%

0-9%

Not sure

20+%

a & 10-19% 31 Average
\ 16.52%
Decrease in turnover
0-9%
37
NET -14 -13 +12 +27 +30 +26
Increase/Decrease Not sure e

(Q5a/b)

)
- Roinn Airgeadais
Department of Finance

Among those SMEs with increased turnover, 4 7% have seen a slight increase (0 -9%), while

17% have had an increase larger than 20% . Among SMEs with decreased turnover, 3 7%
report a modest dec rease of 0 -9% with 27 9% reporting a decrease in turnover of more than
20%.
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Trading conditions are somewhat

sized companiesreporti  ncreased turnover

a decline in turnover. The reported turnover performance of medium companies is

down on the same period last year
+51 lastyea rto +29 in March 2017.

Micro companies continue to have the least favou

reporting increased turnover in the period
the year before . Slightly |
compared to last year (20% now versus 22

different when looki
and m edium -sized companies have the most favourable trading condit

, while only 16

rable

ng at different company sizes. Small
ions. 4 5% of Medium -

-sized companiesrepo rt

however

% of Medium

i from a net positive increase/decrease performance of

trading conditions with 38 % of these

%

October 2016 to March 2017. This is up from 35

ess Micro companies claim decreased turnover in the past 6 months

% in March 2016 ).

(Base: All SMEs — 1,519)

TOTAL

Mar Mar Mar Mar
‘14 15 ‘16 ‘17

Micro

Mar
12

Mar
13

Mar

12 ‘14 ‘15

% % % % % % %

27

Increase

Remain
the
same

32

Decrease 41

Mar Mar Mar
‘16

Mar
12

Mar
13

%

Mar Mar Mar Mar Mar

Turnover of the Business in the Last 6 Months — By Company Size

Medium

Mar Mar Mar
14 15 ‘16

Small

Mar Mar Mar

‘14 15 ‘16 17

% % % % % % %

NET
Increase/| -
Decrease

+12 | +27 | +30 | +26 +13 | +13

+18 -13 | -12

+15

+34 | +36 +28 | +40 | +51 | +29

(@s)

Roinn Airgeadais
Department of Finance
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Looking at those SMEs with increased turnover in the last 6 months, we see that Micro
companies are more likely to report high turnover growth (20+% increase in turnover). The
opposite is the case for Medium -sized companies where just 6% claim high turnover growth.

Percentage Increase of Turnover X Company Size
(Base: All SMEs with increased turnover - 639)

Micro Small Medium

Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
12 '13 '14 15 ‘16 12 '13 '14 ‘15 ‘16 ‘17 12 '13 '14 15 ‘16 ‘17

%

20+%

10-19%

0-9%

Notsure mwms

Roinn Airgeadais  (Q.50)
Department of Finance
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Removing seasonality (considering the six months cycle of each survey) by only looking at
change overall in trading conditions compared

SMEs with non -seasonal turnover, we see little
to March 2016 . However , the proportion

year -on-year. 42 % of all companies with non
the past 6 months compared to the previous 6 month period. 12% report

turnover while 46

% have seen no change in turnover in the past 6 months.

with turnover remaining the same has increased
-seasonal turnover report increased turnover in

a decrease in

(Base: All SMEs Non-Seasonal Business — 858)

Turnover of Non-Seasonal Businesses in the
last 6 Months— By Company Size

TOTAL

Mar Mar Mar Mar Mar Mar
'12 '13 '14 '15 ‘16 ‘17
% % % % % %

44 | 46
42 | a2
14| 12

Increase

Remain the
same

Decrease

Micro
Mar Mar Mar Mar
12 '13 '14 '15
% % % %

29| 36
22|21
3039|4544

20
as|a0|%®

Small
Mar Mar Mar Mar Mar Mar Mar Mar
‘16 ‘17 12 '13 '14 '15 '16 17
% % % % % % % %

Medium
Mar Mar Mar Mar Mar Mar
12 13 '14 '15 16 ‘17
% % %

+20 +34

| NET Increase/ +30

-13 | -5

+30 |

+16

| -26 | -19 | +3

+20

+20 | +39 | +37 +33|

+24 | ’ -13 | -5

+11 +41 | 439 | 451

+19 +31 |

Decrease

2
SV .

Roinn Airgeadais (Q3)
Department of Finance

Looking at turnover development by company size excluding seasonal turnover, we see a
significant decline in trading conditions for Medium

these companies report increased turnover compared to 58% in March 2017. Non
-sized companies, and improved

trading conditions are relatively stable for Small

companies.

Confidential

-sized companies year

-on-year. 44% of
-seasonal
for Micro
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Turnover by Sector

Most sectors do not see any significant change in trading conditions from

declining t urnover in the past 6 mon
of SMEs reporting increased turnover

October 2016 to
March 2017 with more companies having seen increased turnover than companies reporting
ths. The construction sector

has the highest proportion

(Base: All SMEs — 1,519)

Turnover of Businesses in the Last 6 Months — By Sector

Manufacturing Construction

1
1
1
'
1
1
1
i
I
I
1
i
I
]
I
i
I
1
1
1
1
1
1
1
1
1
1
1
1
'
1
'
1
1
I
I
I
1
1
1
1
I
1
'

Wholesale

Hotels & Restaurants

Business Services

-Increased .Remained the same -Decreased

Roinn Airgeadais
Department of Finance

@s)
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Turnover of Businesses in the Last 6 Months — By Sector Comparison
(Base: All SMEs —1,519)

Manufacturing Construction Wholesale Hotels & Restaurants Business Services Other

Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
‘12 '13 14 15 ‘16 ‘17 ‘12 13 14 '1S ‘16 ‘17 ‘12 '13 14 15 ‘16 ‘17 ‘12 '13 ‘14 15 "1 (17 ‘12 13 '14 15 ‘16 ‘17 ‘12 13 '14 15 ‘16 ‘17
% % % % % % % % % % % % % % %

4|5
3| 3
3|1

% % % % % % % % % % % %

36
34
25
44| 44| 50
22|14
31

+22

% % % % %

47 |5
Increase  ELAEH iz
Remain
the EFHELYEEYENIES
same
1
Decrease |k} 30 25 e

45
41 (37

%
7

% % %
1|a0 454,71 54581,
35 36
19
17
5|45 3139|3440 41|37 33(33|30|3
2
4 12 1
15 iC]
15 31| |18 31
52 |42

+41 H46

41|45 |44
37
25
38]39|42) 46| 45|45
10|11
21 12
36

429 135 433

25|23

27|36 3941
20 (53

47|a1

421 421
+11 +

+39

433 37
30 424

+28 131

+25
NET 14
Increase/

Decrease

+5

23 22 18 23

L Roinn Airgeadais (@s)

Department of Finance
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Turnover for Exporting Companies

The relative performance of exporting companies has diminished over the last twelve months,

however, with a  less pronounced decline  in turnover for non  -export companies.

Turnover of Businesses in the Last 6 Months — By Sector
(Base: All SMEs —1,519)

Exporting

Yes No

Mar'13 Mar'14 Mar'15 Mar’16 Mar’17

Decrease

% % % % % H % % % %
51 46 :
. : 40
Increase in turnover 46 H 36
Remain the same 34 40 41 : 37 41
, 20 9 12 i
Decrease in turnover : 27 17

Mar'13 Mar'14 Mar'15 Mar’16 Mar‘17

%

40

42

17

Roinn Airgeadais
Department of Finance
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5.2 Employment Trends

23 % of all SMEs have increased sta
numbe rs in the past 6 months while 70
months.

ff number s in the past 6 months
% have not changed their staff
This represents a dip in reported increased staff hires compared to March 2016.

. 7% have decreased staff
numbers in the past 6

Staff of the Business in the Past 6 Months
(Base: All SMEs —1,519)

TOTAL

Mar
'12

Mar
‘13

Mar
‘14

Mar
‘15

16 17
% % % % % %
23
Increased

Remain the same

Mar Mar

[ 7 |
Decreased H n 7

‘ NET Increase/

+11 +15 +21

Decrease 4 ‘ 2

+16 ‘

(Base: All With Increased Staff - 336)
% change

Not sure

(Base: All With Decreased Staff-103)

Average
17.19%

% change

10-19%

24

0-9% 40

Not sure 2

R

e
r'e

Roinn Airgeadais  (Q60/b)

Department of Finance

Amongst SMEs with increased staff numbers, 50
staff. 19 % have increased their staff number
increased their staff numbers by 10% T

number of staff, on aver

age the decrease was by about 17 %.

Confidential

% have had modera
s by more tha n 20%. A further 30
19%. Amongst those who have decreased their

te growth (0% - 9%) in

% have
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growth in staff numbers, with 32 % indicati ng

28% of Small -sized companies indicate
2% of Micro companies

Medium -sized companies indicate the highest
an increase of staff numbers in the past six months.
an increase in staff numbers during the same period, while only 1

indicate an increase in staff.

Confidential

Staff of The Business in the Past 6 Months — By Company Size
(Base: All SMEs — 1,519)
Micro Small Medium
Mar Mar Mar  Mar Mar Mar Mar Mar Mar Mar Mar  Mar Mar Mar Mar Mar Mar Mar
'12 13 '14 '15 ‘16 '17 '12 13 '14 '15 ‘16 '17 '12 13 '14 '15 ‘16 17
% % % % % % % % % % % % % % % % % %
40 32
Increase
Remain the
same 53 61
7
7
Decrease
NET
increase/ | -13 = +1 +6 +5 +1 +11 | +20 +28 +21 +3 +16 +19 +33 +37 | +25
Decrease
- 9 (as)
- \ b R Airgeadais
Department of Finance
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53 Profit Trends

For the fourth year in a row we see an increase in the net profit/loss for businesses for the
past six months. 61 % of all SMEs report a profit in the past six months (compared to 61% in
March 2016). 8 % reported a loss, while 2 7% reported they broke  -even.

Profit In The Business In Past 6 Months
(Base: All SMEs —1,519)

TOTAL Micro Small Medium
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
12 '13 '14 ‘15 16 ‘17 12 '13 '14 ‘15 ‘16 ‘17 ‘12 ‘13 '14 ‘15 ‘16 17 12 '13 '14 15 ‘16 ‘17
% % % % % % % % % % % % % % % % % % % % % % % %

Made a
profit

Broke even

Made a loss

Refused/ 2% | 1% | 1% 5% | 1% | - 3% | 1% | 4% 3% | 3% | 6%
not sure
NETLZ:ﬁt/ +18 | +14 | +33 | +43 | +50 | +53 +6 | +5 | +21 | +28 | +36 | +49 +21 | +15 | +35 | +47 | +53 | +56 +35 | +31 | +50 | +61 | +67 | +54

Roinn Airgeadais  (Q5€)
Department of Finance

Comparedto March 2016 , we see an increased profitability emanating from Micro  companies.
Medium -sized company profitability ~ , while still  reporting the highest proportion making a
profit, has decreased compa red to this period last year (63 % now report making a profit, with

9% reporting a loss).
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5.4  Overall Trading Trends

In line with previous trends, the positive trading trends of profitability over the past few waves

appear to have had an impact on the mind

form of growth

rather than rapid growth

However, it should be noted that all sizes of SMEs are reporting some interest
(Micro companies

strategy. The majority co
T indicating a more cautious SME environment.

-set of SMEs, with more compa
ntinue to focus on smaller growth

nies pursuing some

opportunities

in rapid growth

7%, Small -sized companie s 12%, Medium -sized companies 18 %).

Current Company Situation
(Base: All SMEs - 1519)

The companyis
struggling to survive

The company is focusing
on stabilising the
business after some
tough years

Our focus is on
stabilising the business
but we are also
pursuing smaller
growth opportunities

Our focus is on rapid
growth
Other

-\ -

Total Micro Small

Mar Mar Mar Mar Mar Mar
’15 16 ‘17 ’15 16 ‘17
% % % % % %

11

47

Medium
Mar Mar Mar
’15 “16 ‘17

(Qéc)

Roinn Airgeadais
Department of Finance
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A strong relationship between turnover and profit performance exists with companies having
increased turnover being much more likely to report profit than companies with declining
turnover which are more likely to report a loss.

Turnover Turnover Turnover
Increased Remained the Decreased
same
% ) )
Made a profit 74 58 47
Broke even 16 30 35
Made a loss 5 8 16
Refused to answer 1 0 2
Not sure 3 4 0
37 | Page
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55 Business Sentiment T Next 6 Months

While business sentiment remains positive overall for all companies of all sizes, we see a

slight decline in business sentiment as being registered this wave compared to March 2016.
49 % of SMEs expect the business climate to improve in the next six months T this is down
from 51% in March 2016. Thisis the lowest le vel we have seen in the past three years.

18 % of SMEs now expect the business climate to perform worse in the next six months . This

is on a par with  March 2016 .

Medium sized companies see the biggest decline in business sentiment, with 12 % of these
organisations expecting the business climate to b e worse in the next six months, up from 7%
in March 2016.

Business Sentiment — Next 6 Months

How much do you agree or disagree | think the business climate in Ireland will improve in the next 6 months
(Base: All SMEs - 1519)

TOTAL Micro Small Medium
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
‘14 15 16 17 ‘14 '15 ‘16 ‘17 ‘14 15 16 17 ‘14 15’16

Agree strongly 19

Agree slightly

Neither

37
Disagree slightly

Disagree strongly

* I -
* EIEEEE NN

‘EEECEECENCN - -

SIEREEI N -
RN -

= \ - Roinn Airgeadais (Q24d)

Department of Finance
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Just 9% believe Brexit will have a positive impact on their business, (down from 14% in
September 2016), while 53 % believe it will have a negative effect. 38% of SMEs believe it
will have no impact on their business.

Business Sentiment — | think Brexit will have a positive impact on

my business
(Base: All SMEs - 1519)

TOTAL Micro Small Medium
Mar ‘17 Mar ‘17 Mar'17 Mar'17
%
Agree strongly B S

Agree slightly

Neither

Disagree slightly

Disagree strongly 28 31 29

22

Roinn Airgeadais  (Q24dii)
Department of Finance
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6.0 Demand for Banking Finance

6.1 Current Demand for Credit

Credit demand for the period October 2016 to March 2017 has decreased versus the similar

period last year. 20 % have applied for bank finance in th e past six months compared to 26 %
in March 2016 . This is the lowest level of credit demand registered across the duration of the
survey.

SMEs Seeking Bank Finance In The Past 6 Months
(Base: All SMEs —1,519)

Total

Mar Mar Mar Mar Mar Mar
'12 '13 '14 ‘15 16 ‘17

% % %
Requested

% % % %
Not =2
requested

= \ - Roinn Airgeadais (Qs)

Department of Finance

Requested By Company Size

Mar Mar Mar Mar Mar Mar
12 ’13 ‘14 15 16 17
% % % % % %

Micro 30 36 29 26 23 15

74

Small 43 43 40 35 31 22

Medium 42 41 37 40 21 25

The decline in credit demand since March 2016 is registered across SMEs of all sizes , with the
exception of medium businesses

It should be noted that the backdrop is one of improved business sentime nt and profitability
across the SME sector in the past six months. Also, there are indications that SMEs remain
somewhat cautious
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Taking the impact of seasonality into consideration, a similar decline in SMEs seeking bank

finance in the past six months is registered. Credit demand among SMEs with no seasonal
demand has declined from 249%in March2016to 17 % in March 2017 . Taking this seasonality
into consideration, this decline in credit demand is common across all company sizes.

SMEs (With No Seasonal Demand) Seeking Bank

Finance In The Past 6 Months
(Base: AllSMEs-858)

Total

Mar Mar Mar Mar Mar Mar
12 13 14 ‘15 ‘16 ‘17
%

% % o % % %

Mar | Mar Mar Mar | Mar | Mar

‘12 ‘13 ‘14 ‘15 16 17

% % % % % %

Micro 28 29 24 22 22 13

83
Not 70 72 76 Small 39 39 35 29 28 17
requested

Medium 38 38 34 37 20 22

e
»
\ - Roinn Airgeadais Q9)
Department of Finance
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6.2 Future Demand for Credit

A significant de crease year on year is also registered in expectations for seeking bank finance
in the next six months. 13% of all SMEs expect to apply for finance in the next s ix months,
which is down from 20 % in March 2016.

Expecting to Seek Bank Finance In Next 6 Months
(Base: All SMEs —1,519)

Total

Mar Mar Mar Mar Mar Mar
12 13 '14 ‘15 ‘16 ‘17

%

Yes

Requested By Company Size

Mar Mar Mar Mar Mar Mar

‘12 ‘13 ‘14 ‘15 16 '17

% % % % % %

No Micro 19 24 21 23 19 12
Small 28 26 29 28 23 15

Medium 30 25 27 28 17 13

Don’t know

Roinn Airgeadais (Q.16b)

Department of Finance

It is worth noting that this is simply a prediction of possible future demand, and therefore
should not be directly compared to actual credit demand reported in the past.

The decline is driven more so by Microand Small sized SMEs.
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6.3 Reasons for No t Seeking Credit

In order to better understand the reason behind
were specifically asked to provide reasons for not seeking credit in the past six months. The

reasons given were then grouped into business related and banking related reasons.

The main reason given is that bank finance is simply not required T with 89% of those
businesses who did not apply for credit mentioning this. Thisisup 5 percentage points  from

84% in March 2016.

Other key reasons for not

in place ( 4% ) and those who prefer not to borrow ( 6%).

requiring bank finance include companies stating they have finance

Company Size

Total

Business Related Reasons

Di dnbd need it 89 87 90 90
Prefer not to borrow 6 7 4 8
Existing finance product in place 4 2 4 7
Use/raise personal funds when needed 2 2 2 1
Existing debt burden already too high 1 2 0 1
Too expensive to borrow 1 1 0 1
Not the right time given the economic climate 1 1 1 1

Bank related reasons are less
the past six months.

commonly cited as reasons for not applying for bank finance in

Company Size

o
% % %

Confidential

Bank Related Reasons %

Belief that banks are not lending 2 1 2 1
Possible rejection 2 3 3 0
Application process too  difficult 1 1 1 1
Donét trust the banks 2 3 2 3
Too many terms and conditions 1 1 0 0
Have been turned down before 1 2 1 -
Banks take too long to make decision 1 1 0 -
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6.4 Demand for Credit by Product

Among those SMEs who have requested bank finance in the period October 2016 to March
2017 , new loans, leasing  or hire purchase and renewal/restructuring of existing overdraft and
new overdraft are the main bank finance products requested.

Leasing or hire purchase remains high at 21%, althoughis down from 29% in March 2016.
New loans have also declined interms o fthe proportions requesting (31% down from 37 % in
March 2016 ). Renewal/restructuring of existing ove rdraft has also declined from 30 %in March
2016 to 18 % in March 2017. 16 % of those applying for bank finance have requested a new
overdraft.

Lending Products Requested By SMEs

(Base: All SMEs Seeking Bank Finance — 290)

Mar Mar Mar Mar Mar
% ‘12 K] 14 15 ’16
L}
Mar '17 % % % % %

New loan 24 30 33 37 37

I
Leasing or Hire Purchase _ 21 28 24 23 32 29
-

Renewal/restructuring of existing overdraft

New overdraft - 16 18 | 19 | 23 17 | 20

Renewal/restructuring of existing Loan - 6

41 48 44 33 30

24 19 22 19 13

Invoice Discounting I 2 6 7 8 9 5
Bonds I 1 - -
Other . 4 3 3 4 1 3
. \’. (Q.9b)
»
> Roinn Airgeadais
Department of Finance
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Bonds are least popular product with 1% of those who have applied for bank finance having
applied for this credit type.

Mar 13 Mar 14 Mar 15 Mar 16 Mar 17
% of all products requested
% ) ) % %
13 15 11 15 16

New overdraft
Renewal/ restructuring of 32 29 22 22 18
existing overdraft
New loan 20 21 25 27 31
Renewal/restructuring of 13 14 13 9 6
existing loan
Invoice discounting 5 5 6 4 2
Leasing or hire purchase 16 15 22 21 21
Bonds (bank backed, advance - - - - 1
payment of other bonds)

2 1 1 2 4
Other
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6.5 Demand for Credit by Sector

The largest decline in credit demand amongst SMEs emanates from the

in credit demand.

Construction and
Manufacturing sectors. The wholesale/retail trade and repair sector also registers a sharp drop

Lending Products Requested By SMEs

(Base: All SMEs Seeking Bank Finance — 290)

%
Mar '17 ’

New loan

I
Leasing or Hire Purchase _ 21
S

Renewal/restructuring of existing overdraft

New overdraft |NNNRI **

Renewal/restructuring of existing Loan - 6

Invaoice Discounting I 2

Bonds I 1

Other . 4

»\ .

Confidential

24 30 33 37 37
28 24 23 32 29
41 48 44 33 30
18 19 23 17 20
24 19 22 19 13
6 7 8 9 5
3 3 4 1 3
(Q.9b)
Rnin rgeadais
Department of Finance
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6.6 Demand for Credit by Turnover and Profit Performance

It is interesting to look at credit demand by business performance to gauge whether
companies are requesting credit for growth or for stability/maintenance of the business. From
the results below, it is evident that bot h motivations play a role, albeit with greater levels of

credit demand from those who made a profit

Req uested Credit

Turnover
)

Increased 42
Remained the same 42
Decreased 16

Requested Credit

%

Made a profit 61
Broke even 27
Made a loss 8
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6.7 Cost of Credit

Amongst those with outstanding loans, the average clai

This has declined compared to

med cost of credit stands at
March 2016 where the cost of credit

3.6 %.
for outstanding loans  on

average was 4.8%. 87% of SMEs with outstanding loans have an average cost of credit
between 3% and 10% (after excluding those who had refused to answer this qu estion).
Average Costs Of Credit (Interest Rate) For Outstanding Loans
(Base: All SMEs with outstanding loans - 511)
‘ Total Micro Small Medium
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
‘15 ’16 17 15 ’16 17 15 ’16 17 15 ’16 17
% % % % % % % % % %
114% 2 | T 2 1 ] v v — —
19 15
5-10%
31
27
16
3-4%
[=] =]
7
1-2%
/';‘ft":ﬁ‘r’e 40 50 38 52 37 31 50 30 30 38
Mean Score 3.9% 4.8 3.61 4.7% 5.4 4,13 3.8% 5.2 3.24 3.3% 3.2 3.26
Average
Outstanding 1,079k 550k 452k 97k 71k 81k 820k 463k 319k 3,188k 1624k 1,465k
Loans
-9
» \ - Roinn Airgeadais  (Q7€)
Department of Finance
48 | Page

Confidential



6.8 Financial Position of Businesses

The numbers of days that go by before businesses are paid by their customers affects the

cash flow of the business and , thereby , also the need for external finance. Likewise , cash flow
can be improved by d elaying paying customers to the business. 14% of SMEs feel that the

average number of days within which customers pay has increased during the period October
2016 to March 2017 1 this is down slightly from 15 % in March 2016. 77 % feel that the
paym ent period is unchanged, while 7 % feel customers are paying faster

Number of Days in which Customers pay the Business
(Base: All SMEs — 1,519)
TOTAL Micro Small Medium
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
12 '13 14 ‘15 ‘16 ‘17 12 '13 '14 ‘15 16 ‘17 12 13 14 15 ‘16 ‘17 12 '13 '14 15 ‘16 ‘17
% % % % % % % % % % % % % % % % % % % % % % % %
17
Increased [EF] 17115 16 10 | 12
74 1 76 63| 76| 77| 80| 79
Decreased K]}
] 9 7 S 8 8
Don’t know 1 0 1 0 0 2 1 0 1 1 3 2 1 0 0 1 0 2 0 o 1 0 0 2
”*;’e’f:::::"/ w22 |+22|+10| +8 | +6 | +7 A9 |+18[+18] +9 | +9 | 47 w27 [+30 [+16 | +5 | +6 | +o w22 |+20| +9 [+12] +2 | +4
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In terms of supplier payment, we do not see any major change from

SMEs feel that the average number of days they take to pay suppliers t
unchanged, whil e 8% suggest th at the payment period has increased;
(7%) say they pay suppliers faster than before.

March 2016. 84 % of all

0 pay remains

a similar proportion

Number Of Days in which Business pays Suppliers
(Base: All SMEs —1,519)

21 59 10 18|20|16|12| 8 | 7

el 1219|1210 8 | 8

Decreased [l BEA

TOTAL Micro Small
Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar Mar
12 '13 "14 ‘15 16 ‘17 ‘12 '13 '14 15 ‘16 ‘17 12 '13 '14 ‘15 ‘16 ‘17
% % % % % % % % % % % % % % % % % %

Mar
12

%

Medium

Mar Mar Mar Mar Mar
13 '14 ‘15 ‘16 ‘17

% % B BN %
7|11 46 |8
78 | 82 |80 |87 |82
5

6l11| ;|8

Den’t know 1 0 1 0 0 1 1 0 1 1 3 1 1 0 0 1 0 1 0 0 1 0 0 1
NET increase/
+11 | +10 | +5 = = +1 +13 | 49 | +1 3 = | +a +10 | +11 | +9 | 45 = = 11 [ +12 [ +5 | 2 | 1 =
Decrease
» Y
»
\ - Roinn Airgeadais  (Q.7b)

Department of Finance
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Repayment of Current Loans

The financial position of a business can also be established by the incidence of having missed

repayments on existing loans, as this can be used to effectively avoid requiring cre
% of SMEs suggested that they had missed repayments of loans in the

short term. Only 1

period October 2016 to March 2017. This is down slightly from 3

dit in the

% in March 2 016 . Note, the

smaller the company the more likely they are to have missed repayments.

(Base: All SMEs —1,519)

Missed Repayments On Loans In Past 6 Months

Mar Mar
12 '13
% %

Don’t know/
No bank debt

Mar Mar
‘16 17
% %

By Company Size

Mar Mar

2016 2017
Micro 6 2
Small 1 1
Medium 1

Roinn Airgeadais
Department of Finance

(Q.7g)
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Adjustments to Current Banking Debt

Only 2 % of SMEs made adjustments to their bank debt between October 2016 and March
2017 . The main types of adjustments made centre around repayment scheduling, term
extension, interestrate reduction and interest moratorium.

Adjustments Made to Bank Debt in Past 6 Months
(Base: All SMEs — 1,519)

Type of Adjustments Made

I:> (Base: All Who Had Adjustments Made — 33)

%

Adjustments
Made Term Extension 27
Interest Rate
. 22
Reduction
Payment

No Adjustments
Made/Don’t know

Rescheduling 21

Interest

12
Moratorium

Arrears
Capitalisation

Capital

Have No Moratorium

Bank Debt
Other 23

Base: All Who Have Adjusted Bank Debt

Payment Rescheduling 28 21
Capital Moratorium 16 2
Term Extension 31 27
Interest Moratorium 11 12
Interest Rate Reduction 31 22
Arrears Capitalisation 4 6

Incidence of capital moratorium adjustment has declined from 16% of all making an
adjustment in March 2016 to 2% in March 2017.
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AN
6.9  Seasonality of Demand and Credit

45% of SMEs indicate their turnover/sales are seasonal. Note, that year on year this has been

steadily decreasing. This has an effect on credit demand with 56% of business es with seasonal

turnover also having seasonal credi t demand.

Micro

Small

Medium
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