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Research Report

Executive Summary

About the programme

The Start Up Loans programme offers loans, alongside business support and mentoring, to
individuals across the UK looking to start a business or to develop a recently-established
business. By the end of May 2017, the programme had lent over £319m to individuals, via
over 48,000 loans, with an average loan value of approximately £6,630 over the programme
life.

The programme is managed by the Start Up Loans Company (SULCo), and funded by the
Department for Business, Energy and Industrial Strategy (BEIS). On April 15t 2017, SULCo
became a subsidiary of the British Business Bank.

The underlying case for the programme is that banks and other mainstream finance providers
do not meet the demand for loans for start-up companies owing to the lack of collateral, credit
history and/or trading history amongst applicants, and the low margins associated with low
value loans. In addition, there can be barriers to accessing appropriate external advice for
people looking to start a new business. Further, there is an equity argument, with enterprise
and self-employment seen as a way to improve individuals’ economic prospects.

The programme involves three main stages: initial ‘pre-application support’ to help individuals
to develop a business plan; a personal loan to start-up/develop a business; and mentoring
support to help develop and grow the business.

SULCo uses a network of just under 30 Delivery Partners to deliver the programme,
responsible for the provision of pre-application support, loan assessment and mentoring
support.

The evaluation

SQW Ltd, working with BMG Research, was commissioned by the British Business Bank in
2014 to undertake a longitudinal evaluation of the programme, with inputs also provided by
Aston Business School. The evaluation is a long-term research programme, expected to
deliver its final report in 2018 or 2019.

The purpose of the evaluation was to provide a robust assessment of the economic impact of
the programme, and whether it represents value for money. Alongside these ‘programme
effectiveness’ questions, the evaluation was tasked with testing ‘programme delivery’ aspects,
in particular the extent to which different degrees of take-up of the pre-application and
mentoring support affected business and individual outcomes.

The evaluation has adopted a quasi-experimental approach. This has compared the
performance, via econometric analysis, of a group of individuals drawing down a Start Up
Loan over the period from June to December 2014, to a matched comparison group of
individuals that were also looking to or had recently started a business in the same period as
the beneficiary group but had not been supported by the programme. The evaluation has also
drawn on ‘self-reported’ evidence provided by beneficiaries to provide a complementary
perspective on the effects of the programme.
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The core evidence base that was drawn on for the Year 2 Report was a tracking survey of the
beneficiary group (with 330 survey completions) and the matched comparison group (with
334 survey completions). This quantitative evidence was complemented by the findings from
in-depth case studies with six Delivery Partners, interviews with programme partners and
stakeholders, and a second wave of an online survey of Delivery Partners (with responses
from 23 Delivery Partners).

This Year 2 Report represents the second output of the evaluation, following the publication
of a Year 1 Report in early-2016. Year 2 of the evaluation has involved an interim assessment
of the effects of the programme, updating and extending the evidence from Year 1. The Year
2 report has focused on the following:

e from a programme effectiveness perspective, the evidence on the effects of the
programme on the business start-up rate, business survival, early evidence on
business performance in terms of sales, employment and other business outcomes
and the impact of mentoring when comparing beneficiaries and the comparison group

e from an economic perspective, the extent to which the programme represents value
for money through a cost-benefit analysis

e from a programme delivery perspective, the evidence on the effects of mentoring
support within the beneficiary group, including the intensity of mentoring support

e from a /loan book perspective, the relationship between repayment levels and business
performance.

Programme effectiveness

11.

12.

13.

The Year 2 evaluation re-affirmed the headline finding from Year 1 that the programme has
had a significant and positive effect on the start-up rate of its beneficiaries, relative to the
comparison group: the start-up rate at Year 2 amongst the beneficiary group was 97%,
compared to 85% in the comparison group. Put simply, more businesses have started-up
than would have been the case if the programme had not been delivered, resulting in an
increase in the number of business starts across the UK.

Business survival rates were consistent between the two-groups with no significant
differences, indicating that the programme has not had an effect on survival yet. The survival
rates for those that had started a company were 87% for the beneficiary group and 90% for
the comparison group.

Alongside the encouraging findings on the business start-up rate, the analysis has found some
emerging evidence that the programme has had a positive effect on business outcomes. The
businesses started-up/developed by the beneficiary group generally remain small (with 1.2
employees on average - excluding the owner — and average turnover of £100k in 2016), and
smaller than the comparison group (with 3.7 employees on average - excluding the owner -
and average turnover of £160k in 2016). However, in the econometric analysis, a positive
and significant effect of the programme was found on whether a business had increased its
sales from last year to the current year, and whether a business had increased its employment
from last year to the current year (both for total employment and full-time employment). Put
another way, the businesses started-up or developed by individuals supported by the
programme were more likely to have reported an increase in their sales and/or employment
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over the past year than those in the comparison group that were not supported by the
programme.

These effects on sales and employment outcomes were restricted to whether a business had
grown its sales or employment at all (that is a binary ‘yes’ or '‘no’) to date. The econometric
analysis did not, at the Year 2 stage, indicate that the absolute scale of growth to date was
more pronounced for the beneficiary group. The absence of statistically significant findings on
absolute growth may be owing to the early stages of development of these companies, and
may also be driven by the fact that a significant proportion of turnover growth was forecast
for future years (and therefore not included in the econometric analysis), not realised to date.
Looking at future years, the average forecast turnover for 2017 in the beneficiary group was
£165k, 65% higher than in 2016, and £197k for the comparison group, 23% higher than in
2016.

Additionally, it must be noted that, in respect of employment changes, while a positive
association between SUL programme and employment has been found, the majority of
businesses in both the beneficiary and comparison survey groups (around 80%) did not
change the number of employees over this time period - though an almost complete sample
size was available. Much more variation was observed on the dimension of sales, which is
not surprising in the context of start up businesses, though here the sample size was lower.
The impact of the Start Up Loans programme on sales (rather than on employment) is the
business outcome that feeds into the value for money analysis.

The econometric analysis also considered the potential effects of the programme on
innovation, and personal development outcomes. The key findings were as follows:

e Innovation: the analysis suggested a correlation between the programme and
innovation, with individuals in the beneficiary group more likely to have introduced
new innovations to the market than those in the comparison group. This is potentially
a positive message for the programme, but the causality is unclear. The programme
may have attracted individuals that were more likely to engage in innovation (which
is not observable in the econometric analysis), not that the programme itself has
driven innovation.

e Personal development outcomes: there was no evidence from the econometric
analysis of a link between the programme and levels of, or changes in, business
confidence, perceived business skills/knowledge, or personal confidence, relative to
the comparison group of entrepreneurs not supported by the programme. The
analysis did indicate that producing a business plan was positively associated with
higher levels of business and personal confidence and perceived business skills/
knowledge for both groups, and receiving non-financial support (external to Start Up
Loans) was associated with reporting higher levels of personal confidence. The results
on business and personal confidence remained high, with an average score of over
four out of five amongst both groups. Whilst there was a reduction in the average
scores on self-assessment in these areas between the Year 1 and Year 2 survey, this
was true for both the beneficiary and comparison groups, and may reflect challenges
as businesses progress and/or wider changes to the economic context.
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Alongside the findings from the econometric analysis, and consistent with the encouraging
messages, the analysis of ‘self-reported’ data suggested that the programme has brought
about its intended outcomes and that some of these would not have occurred otherwise.

Over one-third (35%) of individuals surveyed in Year 2 that had started-up a business
following the programme support indicated they would not have started their business at all
without support from the programme, with only 14% indicating that their business would
have started at the same speed, scale and quality without support. Timing effects were
common, with 41% of individuals surveyed in Year 2 that had started-up a business following
the programme support indicating the business would have started at a later date.

Overall, across the survey cohort (including both new start-ups and those that came to the
programme with an established business), the average non-deadweight ratio in relation to
business outcomes was 0.62 (i.e. the average deadweight ratio was 0.38). Put another way,
the self-reported analysis suggests that nearly two-thirds of turnover effects were additional
before accounting for displacement effects (and multiplier effects).

Feedback from the beneficiary cohort suggested higher levels of displacement were evident
in Year 2 compared to Year 1; that is, where businesses started-up by programme
beneficiaries take market share from non-supported firms in the wider economy. This change
is owing to a perception amongst respondents that they were now operating under more
competitive market conditions than when surveyed in early/mid-2015, and that their market
share was more likely to be taken by competitors should they close. It may also reflect in part
that individuals were better able to understand their markets one year on.

Value for money

21.

22.

The value for money of the programme is estimated to be positive, with a Benefit Cost Ratio
(BCR) - that is comparing the Gross Value Added benefits of the programme to its costs -
estimated at around three to one (consistent with the findings in Year 1), excluding multiplier
effects. This represents the main case BCR, which is dependent upon a number of key
assumptions. These assumptions included the extent to which effects persist into the future,
the inclusion/exclusion of multiplier effects, the level of additionality of the programme (with
varying estimates from the self-reported and econometric analysis), and the non-lending
costs of the programme (with some Delivery Partners indicating that there are additional costs
that are not covered by programme inputs). Therefore, whilst three to one was the main
case BCR, this should be viewed from the perspective that it may be lower or higher. The
sensitivity testing found a range of BCRs between just over two to one to four to one.

Scaling-up the results from those beneficiaries surveyed in Year 2 to the overall population of
individuals supported over the evaluation period (that is 11,000 loans drawn down between
November 2013 and December 2014), and making some assumptions on how long the
benefits will last, provided an estimated net Gross Value Added (GVA) contribution of between
£138m and £155m. The range reflects different approaches to scaling up, with the lower end
of the range taking account of the difference between the arrears rate of the survey sample
and evaluation population.

Programme delivery

23.

In relation to programme delivery, Year 2 of the evaluation focussed on the potential effects
of mentoring, as well as the factors that were driving the rate of arrears. Mentoring is
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organised and offered by each Delivery Partner separately, according to standards and
performance indicators set by SULCo. Delivery Partners often use volunteer mentors in order
to keep programme delivery costs in line with the fees they receive.

By mid-2016, the evaluation suggests that the mentoring take-up rate was approaching 80%.
Around two-thirds of those taking up mentoring were very satisfied or satisfied with the
mentor that has been matched with them, although a notable minority (around 20%) were
dissatisfied or very dissatisfied. These findings aligned with feedback from Delivery Partners,
for instance on challenges relating to the capacity for mentoring and/or having sufficient
mentors that matched the requirements of individual beneficiaries, and also with varying
demand for mentoring amongst beneficiaries.

There have been positive examples of how mentoring has supported loan recipients from
beneficiaries interviewed as part of a series of six case studies undertaken. Beneficiaries have
identified the importance of the skills and expertise of the mentor and the translation of these
to the beneficiary’s business context. Beneficiaries also highlighted the listening and problem
solving of mentors, and their flexibility, as key features underpinning good mentoring
relationships.

The econometric analysis did not provide statistical evidence that the mentoring support
provided through the programme had a positive influence on business or personal
development outcomes to date. However, mentoring delivery has varied significantly across
Delivery Partners, and there is a range of factors that drive whether an individual seeks
mentoring assistance. These factors can have different implications for expected business and
personal outcomes. For example, evidence from the case studies indicated that those with
more business experience were less likely to take up mentoring and, as described below,
those receiving more mentoring hours were more likely to be in arrears. Therefore, discerning
the effects of mentoring on performance is challenging, and the absence of a statistical
association between mentoring and business and personal outcomes does not necessarily
mean that is has not made a difference for certain beneficiaries.

It is important to recognise that the programme has evolved significantly in recent years. The
intention from SULCo is that these changes will - and have started to - lead to a better-
managed programme, with greater consistency in the support provided to individuals
(including through mentoring). These changes may not be reflected fully in the cohort of
individuals covered in this evaluation as they were drawn from those receiving loans in 2014.
That said, the case studies and Delivery Partner survey, which do reflect on these changes,
highlighted the variation in relation to mentoring. Whilst variation can be useful, in particular
if it addresses different types of demand or leads to innovative practice, (for example where
mentoring assists small businesses that are in distress) it was apparent that there were some
inconsistencies in the delivery of mentoring.

The key barriers to achieving greater consistency in the mentoring offer were reported to be
around the capacity of mentors (in terms of the number available and their breadth of skills),
and in highlighting the potential benefits to some loan recipients. Sharing of mentoring
resources, and the provision of good practice guidelines on mentoring approaches and
relationships may both be useful in helping to address inconsistencies and improve mentoring
quality across the board. Consultations with SULCo indicated that these issues were ‘not new’
to those delivering the programme, and that plans were in place to seek to continue to
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improve both the consistency and the overall quality of mentoring support as the programme
moves forward.

Evidence on arrears

29.

30.

31.

32.

There was a positive association identified between the number of hours of mentoring taken-
up by beneficiaries, and arrears on their loan repayment as at the end of March 2016.
Separate analyses were undertaken on the association between different lengths of arrears
and mentoring. Those in arrears for 1 month+, 3 months+ and 6 months+ were more likely
to have taken up mentoring for longer (though this did not hold when considering those in
arrears for 12 months+). This may indicate, encouragingly, that those in arrears have sought
mentoring to help solve underlying challenges in their business and/or in how they can repay
the loan.

Firm evidence on the factors driving arrears was limited at the stage of the Year 2 analysis.
The survey cohort, which was drawn from loan recipients from June to December 2014, had
a lower level of arrears than the population of the whole evaluation period, which was
November 2013 to December 2014. The arrears rate was 24% by March 2016 for the survey
cohort compared to 44% for the population. This difference reflected in part the timing of
the draw-down of the loan amongst the survey cohort. The survey was focused on the end
of the evaluation period and, other things being equal, rates of arrears would be expected to
increase over time so arrears for the survey cohort may catch up to some extent with the
overall population. Another factor on the timing is the evolving nature of the programme,
which is expected to reduce arrears rates over time (see below). In part, this difference in
arrears rates is also likely to reflect response bias, i.e. those individuals in arrears were less
likely to have responded to the survey. This said, the evidence does point to a relationship
between the level of arrears and business survival, with those individuals with businesses still
trading less likely to be in arrears. This was as expected, and the direction of causality
between loan performance and survival was not clear from the evidence.

Individuals involved in firms with multiple owners were more likely to be in arrears in the
‘short-term’ (i.e. one or three months); this may reflect the different calls on finance for these
businesses that may involve multiple sources of finance from different owners; this effect was
not evident for longer-term arrears. Further analysis of the factors impacting on the level of
arears amongst the beneficiary survey cohort will be an important focus for the evaluation
going forward.

As with mentoring, it is important to recognise that the programme has evolved in recent
years. As well as improving the consistency of aspects such as mentoring, the intention has
also been to deliver better loan assessment decisions and improved cost effectiveness, which
have resulted in significantly lower level of defaults for more recent cohorts. These changes
may not be reflected fully in the cohort of individuals covered in this evaluation. However,
the case studies with Delivery Partners did reflect on these changes and it was noted through
these that loan assessment processes had tightened up over time.
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Section 1: Introduction

SQW Ltd (SQW), working with BMG Research (BMG), was commissioned by the British Business
Bank in November 2014 to undertake a longitudinal evaluation of the Start Up Loans programme
(the programme), with inputs also provided by Aston Business School. This Evaluation Report is
the second output of the longitudinal evaluation, following an earlier Year 1 report?!.

About Start Up Loans

Start Up Loans was announced in Lord Young’s report on small business?, setting out plans for
a pilot in 2012/13. The programme was originally intended to target young people aged 18-24
in England, offering loans to start a business (or to develop new firms that had been trading for
less than a year), alongside business support and advice. Lord Young drew on evidence of the
Enterprise Programme, delivered by The Prince’s Trust, and the reports of the Trust that demand
outstripped supply for enterprise support of this type.

The underlying case for Start Up Loans was that banks and other mainstream finance providers
did not meet the demand for loans for start-up companies owing to the lack of collateral, credit
history and/or trading history amongst applicants, and the low margins associated with low value
loans. In addition, there can be barriers to accessing appropriate external advice for people
looking to start a new business, and there was an equity argument, with enterprise and self-
employment seen as a way to improve the economic prospects for young people. The programme
was not intended to generate a commercial return for Government; rather it aimed to generate
economic value through addressing a failure in the market for access to finance and by
encouraging entrepreneurship.

Delivery of the pilot began in earnest in September 2012, and from January 2013 the age cap
was raised to 30. In activity terms, the pilot was successful in meeting targets for loans with
over 2,700 loans approved, at an average loan size of around £5,300. Subsequently, there have
been additional funding commitments, and Start Up Loans has been extended to all parts of the
UK. By the end of May 2017, the programme had lent over £319m, through over 48,000 loans,
with an average loan value of approximately £6,630 over the period since the launch of the
programme. It is worth noting that the average loan value has increased over time, reaching
around £11,0003 in 2016/17.

For an individual loan recipient, the Start Up Loans programme involves three stages: initial
‘pre-application support’ to help individuals to develop a business plan; a personal loan to

1 The report is available to download here: http://british-business-bank.co.uk/research/6827-2/

2 Lord Young (2012) Make business your business: a report on small business start-ups, London, p15

3 Excluding NEA. If NEA loans are included, the average for 2016/17 is around £9,000.
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start/develop the business*; and mentoring support to help the individual entrepreneur to
develop and grow the business. The programme is funded by the Department for Business,
Energy and Industrial Strategy (BEIS).

Operational delivery of the programme is managed by the Start Up Loans Company (SULCo),
which became a subsidiary of the British Business Bank on 15t April 2017 (after the research
informing this report was undertaken). Programme support is delivered by a network of Delivery
Partners across the UK, ranging from small local community finance institutions through to major
social enterprises and charities, which are responsible for the provision of pre-application
support, loan assessment and administration, and mentoring support. There have been changes
in the network of Delivery Partners since the programme’s inception, with some leaving and
others joining the programme. As of May 2017, there were 28 Delivery Partners involved in the
programme.

The evaluation

The evaluation study is a long-term research programme, which commenced in late-2014 and
is expected to deliver its final report in 2018 or 2019. Over the course of the evaluation, the
study will provide a ‘real-time’ evidence base on the delivery and impacts of the programme.

The overarching purpose of the evaluation is to provide a robust assessment of the economic
impact of Start Up Loans, whether the programme is targeted effectively to maximise economic
impact, and whether the economic return can be enhanced. Within this overarching intent, the
evaluation has two core objectives:

¢ To assess the performance of the programme against its stated objectives
and intended outputs, outcomes and impacts, including the Gross Value Added
(GVA) contribution, businesses creation, growth and survival, the longer-term labour
market prospects of individuals supported, and improvements in the skills and
capacities of individuals supported.

e To provide a robust assessment of the value for money of the programme,
including taking into account the additionality of the finance and outcomes generated,
and where possible (and with appropriate caveats) assessing how value for money
compares to similar programmes elsewhere in the UK and more widely.

The evaluation also has three supplementary objectives:

e To assess the value of pre-application support and mentoring, and the extent
to which the pre-application support and mentoring affect the outcomes for individuals
supported by the programme.

e To assess whether there are particular characteristics associated with those
individuals that benefit the most from the programme, including individual

4 The loan is a personal loan, not to the proposed business; as such the individual remains responsible for repayment
of the loan irrespective of the performance of the business started-up.

10
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characteristics (e.g. age, qualifications), business characteristics (e.g. business
sector), and support characteristics (e.g. the size of the loan).

e To assess the links between the performance of businesses supported by the
programme and repayment of loans, and whether mentoring has any effect on
levels of loan repayments.>

Drawing on the evidence, the evaluation is also required to provide practical suggestions for
influencing policy delivery.

To meet the objectives, the evaluation has adopted a quasi-experimental approach. This
approach has involved comparing the performance of a group of individuals supported by Start
Up Loans that had drawn down a loan from June to December 2014 (the beneficiary group) to a
matched group of individuals also looking to or recently starting a business that had not been
supported by the programme (the comparison group). Complementing the quasi-experimental
approach, the evaluation also includes longitudinal tracking of a beneficiary cohort, feedback
from Delivery Partners and a set of case studies that are centred on six of the Delivery Partners.
Further detail on the methods is set out in Section 2.

Re-cap on the findings from Year 1

The Year 1 report provided an initial perspective on the emerging impacts of the programme.
On some important measures such as business performance and survival it was too early to be
able to provide an assessment on the long-term effects of the programme. However, this context
noted, the key findings from the Year 1 report related to the impact of the programme were as
follows:

e The programme was found to have a significant and positive effect on the start-rate,
i.e. beneficiaries were more likely to start a business than the comparison group.
Having a business plan before start-up also had a significant and positive effect on
the start-rate; for the beneficiary group, the evaluation found that the effect of the
programme on the start-up rate was in addition to having a business plan before
starting-up.

¢ The programme was found to have a significant and positive effect on expected sales
change for those businesses that had started-up, although this could be as a result of
the programme affecting the optimism of the beneficiary group, rather than owing to
actual business performance. No effects of the programme were found on expected
employment growth.

e Based on self-reported evidence provided by beneficiaries on actual and expected
turnover of businesses that they had started-up, the evaluation found that the value
for money of the programme appeared to be reasonable, with positive Benefit Cost
Ratios (BCRs) identified by comparing the GVA effects to economic and exchequer

5 Note that the evaluation is not a formal assessment or audit of the programme’s performance in terms of loan
repayment, and/or the management of its loan portfolio.

11
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costs, in the range of 2.9:1 to 3.7:1 (excluding and including multiplier effects
respectively).

The Year 1 report also considered the effects of the pre-application support in some detail, and
the findings were encouraging: three-quarters of surveyed beneficiaries reported that it
improved their understanding of business planning, and improved their understanding of
financial management, and over half reported that the pre-application support led to improved
understanding of competitors. The self-reported qualitative effects of mentoring, where this had
been taken-up by the point of the survey, were also encouraging, in terms of positive perceived
effects on both business and personal development.

Overall the Year 1 report found that the programme was delivering benefits for its target group,
and having a positive effect in terms of promoting enterprise; crucially, whilst it was too soon to
comment on the longer-term effects of the programme on business performance and survival,
the evidence indicated that more businesses had been started-up than would have been the case
in the absence of the programme.

Focus of the Year 2 report

This Year 2 Report provides an interim assessment of the effects of the programme, updating
and extending the evidence from Year 1. From a programme impact perspective, the Year 2
Report focuses particularly on the evidence on the effects of the programme on:

the start-up rate (updating the evidence from Year 1)
e business survival

e changes experienced in the achieved and expected sales and employment for those
businesses that have continued to trade

e the impact of mentoring and other non-financial support.

The report also considers the initial evidence on a range of wider business outcomes including
the relationship between the programme and innovation activity and exporting. The Year 2
Report also reports on changes in the personal development of individuals, although it remains
too early to draw definitive conclusions on the effects of the programme on personal
development, which may emerge over the longer-term. Consistent with the focus of the
programme, this report considers the individual progress of both those individuals that remain
involved with their business, and those that have subsequently moved on to engage in other
activity, for example where the business focused on in the evaluation has ceased trading.

In terms of programme delivery, the Year 2 report focuses particularly on two areas: the effects
of mentoring on the performance and personal development outcomes of beneficiaries, and the
links between repayment status and outcomes at this stage, including understanding the factors
that are associated with individuals being in arrears on their loan repayments.

The Year 2 report also provides an update on the assessment of the Value for Money of the

programme, applying a consistent approach to that used in the first year of the work based on
the self-reported evidence from beneficiaries. The key issue for the Year 2 Report is to consider

12
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the extent to which the Value for Money findings from Year 1 (that suggested a positive result)
may have changed, based principally on whether the anticipated performance of individuals’
businesses identified in Year 1 have been realised, including whether they have survived.

The analysis also draws on an updated assessment from surveyed beneficiaries of self-reported
additionality i.e. the extent to which they consider their businesses would have started-up by
the time of the survey if they had not been supported by the programme. Given the use of the
self-reported data, the findings of the Value for Money assessment must be seen in the context
of the econometric results on business performance to inform an overall assessment of the
contribution of the programme at this interim stage. As discussed above, the econometrics tests
whether the programme is a significant variable in any variation observed in the performance of
the businesses started-up/developed by the beneficiary group to the comparison group.

The core evidence base for the Year 2 Report is the tracking survey of the beneficiary and
comparison group. This quantitative evidence is complemented by the findings from in-depth
case studies of the delivery of the programme by six Delivery Partners, interviews with
programme partners and external stakeholders, and the second wave of the online Delivery
Partner survey (with responses from 23 Delivery Partners).

An evolving programme

As set out above, the core evidence base for the evaluation has involved tracking the progress
and experiences of a cohort of individuals that drew down their Start Up Loan between June and
December 2014, compared to an external, matched comparison group. However, it is important
to recognise that the programme has evolved and matured significantly since 2014. Importantly,
whilst the overall objectives and delivery model of the programme have remained consistent,
there have been developments in the way that the programme is managed and delivered
practically on the ground. Four key points are noted:

e First, the number of Delivery Partners has been rationalised, focused on retaining
those Delivery Partners that have demonstrated the ability to deliver loans at both
volume and quality (in terms of loan assessment practice and pre-application and
mentoring support). There were over 50 Delivery Partners involved in the programme
during the period from which the beneficiary cohort was drawn (2014), and this has
now been reduced down to under 30.

e Second, considerable work has been done by SULCo to develop the consistency, rigour
and quality of the process underpinning the programme, at the loan assessment stage
including credit checks and ensuring that individuals have sought other finance, and
in the delivery of pre-application and mentoring support.

e Third, alongside the rationalisation of Delivery Partners and development of the
processes and systems underpinning the programme, over the past year there has
been a major shift in how the loan book is managed. As part of this, there has been
a move for all loan repayments to be managed by two Finance Partners® working on

6 Enterprise Fund Ltd (trading as Business Finance Solutions), and Street UK

13
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behalf of SULCo, meaning that no individual Delivery Partners manage the loan
distribution and repayment process.

e Fourth, by the end of the evaluation period, the average loan value had risen to
£6,600. Subsequently, there has been a substantial rise in average loan values to
over £8,500 in 2015/16 and around £11,000 in 2016/17.

The intention from SULCo is that these changes will - and have started to - lead to a better
managed programme, with greater consistency in the support provided to individuals, better
loan assessment decisions, and improved cost effectiveness, including a lower level of defaults.

These changes in the programme will not be reflected in the feedback from the beneficiary survey
cohort that drew down their loans in 2014: the findings on impact and value for money set out
in this report need to be reviewed in this context. However, these changes have been captured
in the qualitative research completed for this Year 2 Report, notably in the case studies and
Delivery Partner survey.

Structure

The remainder of this report is structured as follows:

e Section 2: Research methods

Section 3: Progress of the survey cohorts

e Section 4: Evidence on programme effectiveness

e Section 5: Evidence on programme delivery

e Section 6: Interim assessment of impact and Value for Money
e Section 7: Conclusions and implications.

Four annexes are also provided in this document: Annex A: Econometric tables and technical
annex; Annex B: Further sensitivity analysis; Annex C: Findings from the Delivery Partner
survey; and Annex D: Method to identify self-reported deadweight. The Delivery Partner Case
Studies are provided in a separate accompanying document.

14
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Section 2: Research methods

Coverage

This section sets out the research methods of the evaluation, and the Year 2 research specifically.
It includes: an overview of the characteristics of the beneficiary and comparison groups, a
consideration of issues related to response bias in the longitudinal survey, and the approaches
taken to the econometric, self-reported, and qualitative elements of the analysis, including any
limitations and implications for the analysis/interpretation of the findings.

Overview of the research approach

The evaluation is adopting a quasi-experimental approach, comparing, through longitudinal
research and econometric analysis, the outcomes of a sample of beneficiaries of the programme
to a matched comparison group of non-beneficiaries. The comparison group includes individuals
with similar entrepreneurial behaviours and intentions, but that have not been supported by
Start Up Loans, so that the effect of the programme can be isolated. This approach is being
used alongside a longitudinal assessment of beneficiary outcomes, which draws on self-reported
evidence and analyses how outcomes vary across different types of programme beneficiary (e.g.
by demographic background, business characteristics and support characteristics).

The key elements of the evaluation approach to date (which are discussed in greater detail
below) have included:

e the initial identification of beneficiary and comparison groups, matched as far as
practical in terms of the stage at which entrepreneurs are in the start-up process,
with both groups tracked over the course of the evaluation

e a tracking survey, completed at annual intervals for two years (with scope for a
possible further two years of surveys), covering the business and personal
development outcomes for the beneficiary and comparison groups

e econometric analysis to compare the outcomes of the beneficiary and comparison
groups in terms of the start-up/survival/growth of their business, individual economic
returns (salary, employment), and wider personal development issues (in terms of
confidence, aspirations etc.); the econometric analysis has also sought to take
account of differences between the two groups, e.g. in terms of individual and
business characteristics

¢ complementing this econometric analysis, analysis based on self-reported information
from the survey evidence, providing estimates of self-reported additionality and
impacts that have informed an assessment of Value for Money, identifying benefit
cost ratios (BCRs) for the programme

e descriptive and econometric analysis to look within the programme beneficiary cohort,
including analyses of the relative impact of different aspects of the programme,
variation in financial performance (e.g. repayment), and the characteristics of
beneficiaries that have benefitted the most.
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Alongside the core approach, the evaluation programme has also included a number of research
strands to provide qualitative evidence on the programme to complement the quantitative
approach. This has included:

e engagement with programme Delivery Partners via an annual online survey

e consultations with programme partners and stakeholders to provide broader insight
into the delivery and strategic effects of Start Up Loans

e six case studies, that have been centred on six different Delivery Partners, with the
first wave of the research completed in Year 2, to probe in greater detail the messages
emerging from the core analysis.

The beneficiary and comparison groups
Beneficiary group

The survey beneficiary group was drawn from those individuals that drew down a Start Up Loan
between June and December 2014. This period was selected to provide the most appropriate
‘baseline’ data for the beneficiary cohort, taking into account that pre-application support will
have been received in advance of the loan approval date. Moreover, this period was subsequent
to when the programme became available for all UK residents, and so there are no age-related
or spatial issues with respect to eligibility that may impact on the ability to compare results to a
comparison group.” The Year 1 survey involved a sample of 972 beneficiaries (equivalent to 972
loans).

Of the 972 completions in Year 1, 839 stated that they would be willing to participate in another
survey in the future; the 839 therefore provided the sampling frame for the Year 2 survey that
were contacted by BMG Research over a 14-week period from June-early September 16. Surveys
were completed with 330 beneficiaries, a response rate of 39%, providing a survey sample for
the Year 2 analysis of 3308. The implications of the sample size for the econometric analysis is
discussed below (see Approach to the econometric analysis).

As set out in Table 2-1, the survey sample in Year 2 was well matched to the larger sample in
Year 1 in terms of gender, loan value, and employment status prior to engaging with the
programme. The age breakdown of the Year 2 sample was weighted to older beneficiaries
compared to the Year 1 survey, with 64% aged 31 and over, compared to 56% in the Year 1
survey (a difference significant at 5%). This was accounted for in the econometrics with ‘age’
controlled for in the analysis. It is also worth noting that the proportion of individuals that came

7 The time-period for the evaluation population is November 2013 to December 2014. The total number of loans
drawn down over November 2013 to December 2014 (n=11,001) is the ‘evaluation population’ referred to in this
report.

8 Within the timescales and resources of the evaluation, and taking into sample sizes required for the analysis, it was
agreed with the British Business Bank that 330 was a sufficient sample size for the Year 2 analysis, and that this group
would not be topped-up by using later cohort of beneficiaries which would have implications for the analysis.
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to the programme to start-up a new business, and to develop an existing business, were
consistent between the two years (Year 1 = 73% and 27%, Year 2 = 72% and 28% respectively).

Table 2-1: Characteristics of the beneficiary survey sample in Year 1 and Year 2

Year 1 (n=957%) Year 2 (n=323*%)

Gender

Male 61% 62%
Female 39% 38%
Age group

18-30 44% 36%
31+ 56% 64%
Loan value

Up to 3k 21% 19%
3k to 8k 54% 51%
Over 8k 25% 30%

Employment status at application (SUL CRM)

Unemployed 38% 34%
Self-employed 27% 32%
Employed (FT+PT) 31% 32%
Other 4% 2%

Source: Year 1 and Year 2 surveys * Data on characteristics were not found in the CRM for 15 survey respondents in
the Year 1 survey cohort. For employment n=956. ** It was not possible to identify characteristics data on seven
respondents, accounting for the difference between the survey sample of 330 and the n-value; for gender n=317; for
employment status n=318.

As noted in Section 1, there have been changes in the Delivery Partners involved in the
programme since the period that individuals in the survey cohort drew down their loan. Of the
survey sample of 330 in Year 2, over three quarters (251) secured the loan from a delivery
partner that was still involved in the programme by late-2016. However, just under a fifth (64)
of the individuals in the survey cohort had secured a loan in 2014 from a Delivery Partner that
is no longer involved in the programme.?

The characteristics of the survey sample in Year 2 was consistent with the wider evaluation
population as a whole (that is, the approximately 11,000 individuals that drew down loans over
the November 2013 to December 2014 period) on a number of important measures. There was
no statistical difference between the two groups in terms of gender split, or whether the
beneficiaries were unemployed/employed/self-employed when they approached the programme.
However, there were some statistical differences between the survey sample in Year 2 and the
evaluation population as a whole, notably in terms of age-breakdown (64% of the Year 2 survey

9 It was not possible to identify the data for 15 of the beneficiary cohort
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cohort were Aged 31+ compared to 54% in the evaluation population), and loan value (30% of
the Year 2 survey cohort drew-down loans of £8k or over compared to 25% in the evaluation
population). There were also some statistical differences in the ethnicity and location of the Year
2 survey cohort compared to the evaluation population.

Variation in the make-up of the survey sample in Year 2 compared to the evaluation population
is to be expected, given the wide range of factors that influence response rates to a survey
(related both to the development of the business and the individual including their availability
and willingness to participate), particularly a longitudinal survey over a number of waves.
However, this variation is important potentially when considering the overall effects of the
programme based on findings from the survey sample, and the analysis has sought to account
for this variation where feasible, for example in the scaling-up of the results on impact.

Comparison group

The construction of the comparison group, including research design and fieldwork for the
screening (and subsequent fieldwork for the tracking survey), was delivered on behalf of the
British Business Bank by a team led by Aston Business School, contracted separately, but
working closely alongside, the SQW-led evaluation team. The comparison group sought to
include a set of individuals that represented a good match for Start Up Loans beneficiaries in
terms of those looking to start or having recently started a business, i.e. their stage in the
entrepreneurial process. This formed the basis for acquiring a matched sample given the core
requirement to assess business outcomes.

The comparison group identified for the Year 1 report was based on a combination of individuals
identified from the Global Entrepreneurship Monitor (GEM) 2014 survey, and a supplementary
screening process to identify further individuals.!® Ultimately around 1,500 eligible individuals
were identified. Following completion of the Year 1 tracking survey and further eliminations to
improve the match, a comparison group of 576 individuals was established in the Year 1
research.!!

Of these 576 completions in Year 1, 456 stated that they would be willing to participate in
another survey in the future; the group of 456 individuals therefore provided the sampling frame
for the Year 2 survey that were contacted by BMG Research over a 14-week period in June-early
September 16. Surveys were completed with 222 of these individuals, a response rate of 49%.

Given the lower sample size for the comparison group compared with the beneficiary group, it
was agreed with the British Business Bank to seek to ‘top-up’ the comparison group, using the
GEM 2015 survey to identify a further cohort of individuals that matched the beneficiary cohort
on stage of business development. Applying a consistent approach to that completed in Year
1, this process identified a further 352 individuals that met the criteria and were willing to

10 For further details on the construction of the comparison group in Year 1 see the Year 1 report here: http://british-
business-bank.co.uk/research/6827-2/

11 The sample available for the analysis in Year 1 was 498, with a further 78 individuals identified through the
screening process that were not available at the time of writing the Year 1 report.
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participate potentially in a follow-up survey. Of this group of 352 individuals, surveys were
completed with 112 individuals.

Taken together, the two approaches provided a comparison group for the Year 2 evaluation of
334 individuals.

Characteristics of the beneficiary and comparison groups

Individuals self-select into the Start Up Loans programme, and the programme itself involves
some selection, which may be partly dependent on programme reach and also the application
process. Given this selection, programme beneficiaries might reasonably be expected to differ
from the wider population, even those with similar entrepreneurial ambitions and activities, with
differences in entrepreneurs’ personal characteristics therefore evident between the beneficiary
and comparison groups.

For Year 1 of the evaluation, with a beneficiary sample of 972 and comparison group of 498
some differences were evident in terms of personal characteristics: beneficiaries were younger
than the comparison group, and beneficiaries were less likely to have been in employment at
the time of the survey (with 33% of the beneficiary group unemployed, compared to 21% of the
comparison group). As set out in Table 2-2, these trends were also evident for the Year 2
samples, with significant differences in the age profile of the two groups, and the proportion of
individuals that were unemployed when they first gave serious thought to starting up a business;
in turn, the proportion of individuals in the beneficiary group that were employed when they first
gave serious thought to starting up a business was significantly lower than the comparison
group. These statistical differences have been accounted for in the econometric analysis through
controlling for such characteristics in the modelling.

The econometrics also accounted for qualifications as a variable in the analysis (through a binary
variable on whether people were degree-level qualified). The overall mix of qualifications
between the two groups was similar, although the comparison group had a significantly higher
proportion of individuals with a postgraduate degree or equivalent than the beneficiary group.
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Table 2-2: Characteristics of the beneficiary and comparison groups
Beneficiary group Comparison

(n=323%*) group (n=334%*%*)
Gender
Male 62% 65%
Female 38% 35%
Age group
18-30 36% 17%
31+ 64% 83%

Employment status when first gave serious through
to starting up a business 2

Unemployed 29% 21%
Self-employed 18% 16%
Employed (FT+PT) 47% 55%
Other 6% 7%

Highest level of qualification

A postgraduate degree or doctorate, NVQ / SVQ Level

5 or equivalent 22% 28%
A degree or higher degree, HND, HNC, NVQ / SVQ

Level 4 or equivalent 37% 37%
A levels, SCE higher, NVQ / SVQ Level 3 or equivalent 17% 18%
GCSE, O Levels, SCE standard, NVQ / SVQ Level 2 or

equivalent 13% 10%
No formal qualifications 2% 3%
Other 9% 5%

Source: Year 2 survey * For gender n=317; for employment status n=330, for qualification n=327; ** For age n=333,
for qualifications n=332

Response bias
With a longitudinal survey as the core evidence base for the evaluation, there is a risk of response

bias, where those individuals that have had a more positive experience with their business are
more likely to respond to a survey. This is a risk in the second (and subsequent years) of the

12 Thjs data is based on the survey evidence from the year 1 survey for the beneficiary group and the ‘old’ comparison
group, and the Year 2 survey for the ‘new’ comparison group. The data for the beneficiary groups differs from the
monitoring information provided by SULCo; the SULCo data refers to the employment stats at the time of first
approaching the programme, whereas the survey data is based on when the individual first gave serious thought to
starting up a business, which in most cases was earlier, reflected in the lower rate of self-employment, and higher rate
of employment
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survey amongst the beneficiary group and the ‘old’ comparison group that were surveyed for
the evaluation in Year 1, and also the ‘new’ comparison group that were obtained via GEM.

The issue of response bias is relevant for both the self-reported and econometric analysis. For
the self-reported analysis, the risk is that those individuals with businesses that have survived
and/or performed well (or that have more broadly had a positive experience from the
programme) were more likely to respond to the survey, meaning that the survey group is not
representative of the experiences of the evaluation population. Where this is evident, conclusions
on the performance of the programme drawn from the evidence of the survey group may
potentially be misleading.

For the econometric analysis, given that the focus is on comparing the relative performance of
these two groups on a range of outcomes, the risk is that there is a greater (or lesser) degree
of response bias evident in the beneficiary group (for example related to business performance)
than in the comparison group (or vice versa). Where this is evident, comparisons between the
two groups, both in terms of progress over time and in terms of current
performance/perceptions, may also potentially be misleading.

Quantifying the exact level of response bias is not possible: we do not know how those individuals
surveyed in the beneficiary and comparison group in Year 1 who did not participate in the Year
2 survey have performed in the period following the Year 1 survey in terms of the development
of their business, or their own wider personal development. However, analysis of the reasons as
to why those individuals that agreed to be re-contacted, but refused to take part in the Year 2
survey, suggests that there may be some response bias in play. As discussed below, this
response bias is not systematic and there appears to be some consistency in response bias
between the beneficiary and comparison groups, which provides reassurance that the two groups
can be meaningfully compared.

The analysis of response bias involved two steps. First, the available data on why individuals
refused to participate in the Year 2 survey were considered; the key issue here is whether there
is evidence that there are any systematic reasons associated with the performance of the
business driving refusal rates across the two groups. Second, and drawing on this, further detail
was considered on those individuals that refused to participate in the survey owing to their
business being closed/no longer being with the business, and those that did not start the
business, including whether there are any systematic differences in the biases between the
beneficiary and comparison groups. The evidence from these two stages of analysis is set out
below.

Reasons for refusal to participate in the survey

A summary of the reasons for refusal are set out in Table 2-3. The data are presented for those
individuals surveyed in Year 1 in the beneficiary group and the comparison group (old
comparison group), and, separately, the individuals identified in the GEM 2015 top-up screening
in Year 2 that did not subsequently complete the survey (new comparison group). The difference
in the refusal rate of the beneficiary group at 26% and the ‘old’ comparison group at 22% is not
statistically significant (at 5% level), although the difference in the refusal rate between the
beneficiary group at 22% and the ‘new’ comparison group at 32% is statistically significant (at
5% level).
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Table 2-3: Summary of reasons for refusal to participate in the Year 2 survey

Beneficiary Old comparison New Total

group group comparison comparison

group group

Total sample 839 456 352 808
Refused 214 102 111 213
% refused 26% 22% 32% 26%

% of refusals based on following reasons:
Business closed/no

longer with business 6% 11% 4% 7%
Did not start business 3% 7% 10% 8%
Not interested 55% 49% 46% 47%
No time/too long 18% 12% 14% 13%
Other reasons 19% 22% 26% 24%

Source: Year 2 survey
Refusal to participate owing to ‘business-related’ reasons

For the purposes of understanding response bias, we are interested particularly in those
individuals that refused to participate in the survey owing to their business being closed/no
longer being with the business, and those that did not start the business. These outcomes are
still within the scope of the evaluation: if, for example, beneficiaries were more likely than the
comparison group (or vice-versa) to refuse based on the business closing or not starting, this
could impact on the analysis relating to start-up rates and survival rates. We can make some
indicative comparisons with the profile of survey respondents, though there are limitations here.
For instance, those specifying ‘other reasons’, not being interested in the survey or not having
time may also not have started the business or the business may have closed, but we do not
have this information.

The data are set out in Table 2-4, indicating that the proportion of those that refused to
participate in the survey that did not start a business were slightly lower for both the beneficiary
and comparison groups (at 6% and 16% respectively), than the survey respondents (at 9% and
26% respectively), although this difference is only statistically significant for the comparison
group. The difference may reflect unknown data where refusers gave ‘other reasons’ but where
the business had also not started. By contrast, for the individuals that refused to participate in
the survey who stated their reason was that the business had closed or that they were no longer
with the business, there were no statistically different results between respondents and refusers.
Therefore, based on the evidence available, whilst there does appear to be some response bias
in play (within the comparison group, for those that did not start-up), there are no systematic
differences in response bias between beneficiary and comparison groups.
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Table 2-4: Comparing status between survey respondents and refusals
Beneficiary group Comparison group

Respondents Refusals Respondents Refusals

% business closed/no

longer with business 14% 12% 7% 13%
% did not start

business 9% 6% 26% 16%
Total sample* 326 97 295 112

Source: Year 2 survey *Excludes those in the refusals group that stated simply “not interested” or for which no reason
was provided

Response bias related to re-payment status

One further issue related to the potential for bias in the survey responses, focused on the
beneficiary cohort only (with implications for the self-reported analysis), is related to re-payment
status. Specifically, it is possible that individuals that are in arrears in their loan re-payment (i.e.
they have missed loan re-payment points) will be less likely to respond to the survey relating to
the programme. As a result, the survey group may not be representative of the wider beneficiary
cohort, and given the links (tested in the report, see Section 5) between arrears status and
business performance, over-estimate the effect of the programme.

This issue was not identified explicitly as an issue by those individuals contacted for the Year 2
survey that refused to participate (although this may be because they were not willing to
discuss/identify financial issues). However, in both the Year 1 survey, and the Year 2 survey,
the arrears rate of individuals that did respond to the survey was below the average for the
evaluation population as a whole (see Section 3 for further details), suggesting that there may
be some response bias related to re-payment status. The evaluation needs to be cautious in
scaling-up the results from the beneficiary survey group to the wider beneficiary cohort, where
levels of arrears are higher. This has been addressed in Section 6 by assessing the findings
based on weighting the scaling-up of the results by arrears status.

Approach to analysis in Year 2
Approach to the econometric analysis
The econometric analysis has involved two elements:

¢ Programme effectiveness analysis: a set of tests on whether the programme
(including mentoring) has helped programme beneficiaries to achieve better results
than the comparison group, including in terms of both business performance and
personal development

¢ Programme improvement analysis: a set of tests on the contribution of the
programme (including mentoring support) to personal and business development of
the beneficiary group alone.
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There was commonality in the analysis applied across both of these elements. A key conceptual
issue in analysis of these data was the possibility of detecting positive (or negative) effects
associated with the programme, that stem not from Start Up Loans itself, but through self-
selection into being a beneficiary of the scheme. The programme provides non-financial and
financial support to individuals to start-up/develop a business; therefore, its lending may
potentially be orientated more towards those individuals with ‘better’ business ideas and/or with
a better understanding of the sources of finance available to them, leading to them approaching
the programme. As a result of this, subsequently their businesses may be more likely to be
profitable and continue to trade, in order to provide greater assurance of repayment of the loan.
On the other hand, those individuals that choose to apply to the programme may be those who
felt that they needed extra support and/or were unable to obtain start-up funding from elsewhere
(family and friends or commercial providers), where the support of the programme may be
expected to level the playing field with entrepreneurs who did not apply. Where a selection issue
was relevant, a Heckman sample selection model has been adopted!3. This technique responds
to the issue of differentiating between scheme effects and selection effects.

In order to test for, and address, selection bias, the first stage was to estimate a model which
sought to explain the probability that an individual was supported by Start Up Loans. If the
model finds no distinctive patterns in the beneficiary group (i.e. there is no evidence of selection
bias), a standard regression model is then preferred. Where there are distinctive patterns (i.e.
there is evidence of selection bias), a second stage in the Heckman approach is used.4

The second stage of the two step Heckman model explained scheme effects, controlling for
selection bias by using information from the first stage Heckman model (see technical annex,
Annex A, for further details). Where this Heckman information proves significant in the model,
it provides further insight into the selection process. For example, if we were to test the impact
of the programme on an outcome (e.g. sales change) and the Heckman selection information
proved to be significant and negative, this would show that the businesses started-up by
individuals supported by the programme had an inherently lower potential for sales growth. In
addition, the models showed which other explanatory variables were significant, including if
being a Start Up Loans beneficiary had an impact, as well as a range of additional explanatory
variables.

The explanatory variables used in this second stage of the Heckman model analysis were based
on three thematic areas that were anticipated, based on economic theory and the characteristics
of the programme, as being potentially important in explaining the outcomes of interest. These
were as follows:

e Owner characteristics: the age of owner (and age-squared), their gender, dummy
variables for different geographical areas, whether they had previously owned a

13 Annex A provides an explanation for the choice of approach, i.e. why the Heckman sample selection model was
used as opposed to other approaches, say a propensity score matching approach.

14 For example, the results of the first stage equation suggest that having previous business experience and being
unemployed at the point of application were positively associated with becoming a SUL beneficiary. Further details of
the findings on selection effects are provided in Annex A, and specifically Table A-5.
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business, whether they were economically active prior to starting their business and
whether they were degree educated.

¢ Business characteristics: the age of business (and age-squared), whether the
business had multiple owners, dummy variables for different sector groupings, and
sales in the previous year (as a proxy for the start-up’s size).

o Strategy characteristics: whether the business had a business plan, and the use of
other (non-Start Up Loans) forms of financial and non-financial support.

Interpretation of these results involved reading the significance and the coefficient. Reading the
results of the outcome equation provided an indication of the extent to which independent
variables were statistically significant in explaining change in the dependent variable. In policy
terms the important variable is labelled ‘Start Up Loans’ in Section 4 and the appendix, and the
programme may be said to be significant in explaining a difference in the relevant outcomes
where it records a significance score <0.05 (5%); and a weak level of statistical significance
where it records a score of <0.1 (10%). Furthermore, the coefficient for Start Up Loans support
may be either positive or negative (the Start Up Loans variable is binary, coded as 1 for
beneficiaries, and as 0 for members of the comparison group). As such, a positive coefficient
suggested that there was a positive association between the programme and the variable of
interest (e.g. increasing the likelihood of starting a business, higher sales, greater business
confidence, etc.); whereas a negative coefficient suggested that the comparison group were
faring better on the variable of interest. The coefficients in the probit models cannot be
interpreted in a meaningful way as presented in the Annex tables. The coefficients can be used
to calculate the ‘marginal effect’ of a particular variable on the outcome of interest. For the main
variable of interest, i.e. the SUL intervention variable, these calculations have been made where
significant in the models, and subsequently presented as part of the narrative in the results
section that follow.

The aim of the analysis is to evidence the causality of the programme (i.e. that Start Up Loans
has - or has not - led to a particular outcome). However, in some cases it may only be possible
to identify a correlation (i.e. that the programme is associated with an outcome), particularly
where there are a wide range of factors, including unobservable factors, that may be impacting
on the outcome variable. Whilst the quasi-experimental research design adopted lends itself to
discussing the results in causal terms, conclusions regarding causality (i.e. that the programme
has led to the achievement of an outcome, not simply that it is associated with these outcomes)
have been made only where this analysis was corroborated by the evidence from the self-
reported analysis and/or qualitative research, and where the findings were consistent with the
theory and assumptions underpinning the model. In other cases, where the evidence was less
clear cut, we highlight the correlation/association between the programme and relevant
outcomes.

The principal limitation of this year’s analysis, relative to the first year’s analysis, related to
samples sizes, which were more limited owing to attrition between the waves of the survey
(which was anticipated at the outset of the evaluation, and informed the size of the survey
groups in Year 1). This has meant that in developing the econometric models, decisions have
had to be made around the number of explanatory variables that could be included. Our approach
was to specify a ‘core’ model of the most important personal, strategic and business
characteristics, based on theory and the characteristics of the programme, and then iteratively
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input the ‘additional’ variables into the models to test for their significance. ‘Additional’ variables
were only included in the final, presented results where they were significant and/or improved
the fit of the model. The sample sizes on which findings are based are set out clearly for each of
the outcomes reported-on, with any implications regarding the interpretation of the results and
statistical strengths of the findings identified discussed for each outcome respectively.

In the reporting of the econometrics in Sections 4 and 5, the results are summarised to include
those variables that are statistically significant.

Full model specifications are detailed in the technical annex (Annex A).
Approach to self-reported estimates

To complement the econometric analysis, Year 2 of the evaluation also included analysis on the
effects of the programme based on primary evidence provided by beneficiaries in the survey.
This included analysis of the information provided by beneficiaries on the progress of their
business (including sales and employment), and the extent to which the programme has had an
effect on this performance. This latter evidence was focused on so-called ‘self-reported outcome
additionality’ where beneficiaries were asked to provide evidence on what would have happened
to their business if they had not been involved in the programme.

Consistent with the approach in Year 1, this self-reported evidence has been used to provide an
interim assessment of the impact and potential value for money of the programme. This has
included converting the ‘gross’ effect provided on business turnover (both achieved and
expected) to a ‘net’ effect, taking into account individual beneficiary reflections on what would
have happened without support from the programme (deadweight), and other key factors such
as the extent to which firms supported by the programme may have taken market share away
from existing non-supported firms (displacement). To account for the inherent uncertainty in
responses, especially with respect to future potential effects, the analysis has accounted for
optimism bias.

Despite the incorporation of optimism bias into the analysis it is important to recognise that
there are some weaknesses in the use of self-reported data as it relies on beneficiaries being
able to answer hypothetical questions in relation to a counterfactual situation (i.e. what they
would have done and what their business would have achieved without the programme).
However, a conservative approach has been taken to incorporate survey responses into the
value for money assessment. Note that the evidence from the Year 1 report on ‘finance
additionality’ (that is whether beneficiaries believed they would have been able to access this
finance from other sources if a Start Up Loan had not been provided) has again been used in the
Value for Money model that has informed this Year 2 report. These data, drawn from a survey
completed in early 2015 (within a year of when beneficiaries drew down their loan) are regarded
as more robust than data from some 18 months on in mid-2016 (when there may have been
challenges associated with memory recall).

The Year 2 analysis has updated other aspects of the Value for Money model that was developed
in Year 1. This model included estimates of the total costs of the programme for the survey
cohort (including lending and non-lending costs) expressed in terms of both Exchequer Costs
(the costs to government of the programme), and Economic Costs (which are the Exchequer
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Costs, plus opportunity costs and accounting for finance additionality). The model also includes
estimates of benefits expressed in terms of net Gross Value Added (GVA) based on turnover
effects drawn from the self-reported evidence. Consistent with the approach agreed for the
evaluation, the model did not monetise benefits such as moving people into employment?!>, or
wider effects such as improved confidence or skills. However, these wider effects were
considered in the broader qualitative assessment of the effects and overall value for money of
the programme.

Approach to analysis of qualitative evidence

As noted above, the research in Year 2 has involved three strands of qualitative research:
Delivery Partner case studies, the second wave of the online Delivery Partner survey, and
consultations with partners and stakeholders of the programme.

Case studies
The purpose of the case study research was to:

e test how and why the programme has (or does not have) an effect on beneficiaries
to complement the quantitative data from the survey and econometric analysis

e provide evidence on the variation in the implementation of the programme that may
affect the overall assessment of the effects of the programme, for example, if there
are different modes/types of delivery, or different types of individual/business
characteristics that have an influence on whether the programme has an effect

e provide evidence to inform a review of delivery processes themselves.

The first wave of case study research was completed for this Year 2 evaluation with six Delivery
Partners, covering a range of spatial levels and scales of activity. The Delivery Partners were:
Virgin Start-Up, a partner delivering loans across the UK directly, and through a network of local
enterprise agencies; London Small Business Centre, that delivers Start Up Loans principally in
East London; Biz Britain, that delivers loans to individuals across the country, but with a
particular focus on the West Midlands; Enterprise NI, focused on the delivery of the programme
across all areas of Northern Ireland, with the pre-application and mentoring support delivered
practically by a network of local enterprise agencies across the area; Financing Start-Up
Enterprise, focused on loans in North London and Hertfordshire; and Finance for Enterprise,
providing loans to individuals across Yorkshire.

A second wave of case study research will be undertaken later in the evaluation. The Delivery
Partners were drawn from a prioritised list of ten Delivery Partners agreed with the BBB and
SULCo to provide a range of Delivery Partner types in terms of the scale of activity, average loan

15 This is owing to the expected small sample size of this group, which would make robust evidence difficult to
ascertain, and was agreed at the outset of the evaluation.
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size, spatial focus, and a mix of those with a ‘generalist’ approach to the programme and those
focused (or with an emphasis) on specific target groups or type of beneficiary.

Each case study involved a site-visit to the Delivery Partner and interviews with managers
responsible for the delivery of Start Up Loans, individuals responsible for delivering pre-
application support and mentoring support to beneficiaries. Where possible, the case study also
included qualitative interviews with a number of beneficiaries.®

The case study evidence has been used in two ways. First, each case study has been written-up
to a standard format as a formal output of the evaluation, with the write-ups shared with the
relevant Delivery Partner to check for factual accuracy; the six case-studies are provided in a
separate document published alongside this main report. Second, the findings from the six case
studies have been analysed qualitatively, with key messages used throughout this report to
complement the findings from the quantitative evidence.

It is important to note that the case study evidence was not intended to be representative of the
delivery of the programme as a whole across the 31 Delivery Partners. As noted in the Year 1
report and throughout this Year 2 report, although the overall stages of support are consistent
(pre-application, loan, mentoring), there is considerable variation in how the programme is
delivered practically across its delivery network, and each Delivery Partner does things in a
different way. Rather, the purpose of the case studies was to provide evidence on how the
programme has been implemented by six of its Delivery Partners to provide qualitative evidence,
including any common themes or issues that emerge from the six Delivery Partners, that can
help to explain further the results from the quantitative analysis.

Delivery Partner survey

An online survey was distributed to all existing Delivery Partners, including both those partners
that had completed the survey in Year 1 and those that had been sent the survey but did not
provide a response. Responses to the survey were received by 23 of the Delivery Partners: 19
that had completed the survey in Year 1, and four that had not.'”

The findings of the Delivery Partner survey are summarised in Annex B, with key messages and
results from the survey used throughout the report where relevant, including in relation to the
assessment of programme delivery in Section 5. Note that the evidence provided by Delivery
Partners is presented at an aggregate level in most cases, and where individual responses are
identified, these are presented in an anonymous format.

16 Beneficiaries were interviewed in five of the six case studies, with interviews completed with 21 beneficiaries across
the five (ranging from two interviews to six interviews). In one case, the Delivery Partner contacted around 40
beneficiaries to seek their engagement in the case studies on behalf of the evaluators; however, these beneficiaries
were not willing to participate in the research so it was not possible to engage with beneficiaries as part of the case
study research.

17 Note that one of the respondents offered only partial responses; these have been included in the analysis where
relevant, however in most cases the results are based on 22 responses.
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Partner/stakeholder consultations

Consultations have been completed with a mix of programme partners and stakeholders. The
purpose of the consultations was two-fold: first, to test the interim results from the evaluation
and provide an opportunity for partners and stakeholders to provide perspectives that could help
to explain and contextualise the results; and second, to gather perspectives on the strategic
effects of the programme on the enterprise and access to finance landscape. Again, the evidence
from the consultations has been used throughout the report where relevant, and presented in
an anonymous fashion.
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Section 3: Progress of the survey cohorts

Key findings

e The majority of individuals in the beneficiary and comparison groups were still involved
with the business that they were seeking to start-up/develop, around 85% of
individuals in both cases with no significant difference between the two groups.

e For the 15% of surveyed individuals in both groups that were no longer involved with
the business a wide range of factors explained this. Personal issues not related to the
performance of the business itself were common, and no consistent explanation was
evident within and across the two groups. The majority of individuals no longer involved
in the business have not, and do not intend, to start another business.

e Around nine out of ten businesses that have started-up were still trading by the point
of the Year 2 survey in both the beneficiary and comparison groups.

e Around a third of individuals in the beneficiary group with businesses that were still
trading were also involved in other forms of economic activity, with most of these a
full- or part-time employee for a separate employer. The level of involvement with
other activity was higher for individuals in the comparison group, at around a half.

¢ Consistent with the findings from the Year 1 research, businesses started-up/developed
by the comparison group were on average larger than those in the beneficiary group
in terms of both employment (including full-time employment) and turnover.
Businesses started-up/developed by the beneficiary group also relied more heavily on
part-time (rather than full-time) employees relative to the comparison group.

e Over a quarter of individuals in the beneficiary group with a trading business had
secured external finance (not including Start Up Loans finance) for their business over
the past 12 months, above the rate for the comparison group (19%). Where external
finance had been secured, the mean was around £30k for both groups (excluding a
small number of individuals that secured large volumes of funding, over £500k);
however, the median value of external finance secured was higher for the comparison
group at around £14k, than the beneficiary group, at £10k. Banks, family and friends,
and the public sector the most common sources of external finance.

¢ Whilst the beneficiary group was more likely to have secured external finance than the
comparison group, the survey evidence suggested that unmet demand for external
finance was higher amongst the beneficiary group: a quarter of individuals in the
beneficiary group with a trading business indicated they required external finance/more
external finance, compared to just 10% in the comparison group.

Coverage

This section provides an overview of the progress and status of the individuals in the beneficiary
and comparison groups, related both to their business/business idea (including access to
finance), and their own individual development (in terms of employment or other enterprise
activity). The section also sets out the evidence on loan re-payment, covering both the
evaluation population as a whole (i.e. the approximately 11,000 loans drawn down over the
November 2013 to December 2014 period), and the beneficiary group covered in the survey.
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Status and engagement

The second wave of the survey secured responses from 664 individuals: 330 beneficiaries (all of
whom had been surveyed in Year 1); and 334 comparison group individuals, of whom 222 had
been surveyed in Year 1, and 112 that had not, and had been identified via the GEM 2016 survey.

Of the 664 individuals surveyed, 85% were still involved with the business that they were seeking
to or had started up from previous surveys (the Year 1 evaluation survey for the beneficiary
group and old comparison group, and the GEM 2015 survey for the new comparison group). The
overall level of involvement was consistent between the beneficiary and comparison groups at
86% and 83% respectively.

For the around 15% of surveyed individuals no longer involved in the relevant business (in
aggregate, 41 individuals in the beneficiary group and 49 individuals in the comparison group
from the Year 2 survey'®) a wide range of factors were identified to explain this, including a mix
of personal and business related factors. ‘Personal issues’ was the single most commonly cited
reason in the survey, identified by 12 individuals in each of the groups. Business failure (i.e. the
business had started-up but failed) was identified by six individuals in each of the groups as the
reason why they were no longer involved in the business. Other explanations included being
offered another job/employment opportunity and not having enough time to concentrate on the
business given other commitments.

Business start-up

For those individuals that remained involved in the business, the start-up rate!® for the
beneficiary group was 97%, and for the comparison group it was 85%. The start-up rate data
for the beneficiary group excludes those individuals that already had a business at the point that
they approached the programme (n=91). The potential effects of the programme on the start-
up rate are considered in Section 4.

Business progress

Table 3-1 below sets out a range of data on the progress and performance of businesses started-
up by individuals in the beneficiary and comparison group. The econometric analysis, which is
described in Section 4, considered the evidence on whether the differences between the two
groups were driven by programme participation or other factors. It must be noted, in considering
the evidence, that the businesses covered by the evaluation remain young with an average age
of around two years old (with none of the businesses having started before January 2012).
However, in descriptive terms the key points to note include:

18 12 individuals indicated in the Year 1 survey they were no longer involved in the business; five in the beneficiary
group, seven in the comparison group.

19 Start-up is defined as a business that has incurred expenditure and/or generated income.
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The business survival rates were high, with around nine out of ten businesses that have
started-up still trading by the point of the Year 2 survey.

Businesses in the comparison group were on average larger than those in the beneficiary
group in terms of both turnover and employment (including full-time employment),
although the scale of businesses remained modest in terms of employment, with nearly
all businesses micro-businesses (with 1-9 employees) in both groups. The employment
data set out in the table are averages (mean) across the survey cohorts: Section 4
considers the evidence on change in employment, both in terms of whether businesses
have grown their employment at all, and the scale of this change.

Businesses in the beneficiary group did, on average, grow their sales faster from Year 1
to Year 2 than the comparison group, relative to their turnover in Year 1. The percentage
growth between 2015 and 2016 appears to be much higher for beneficiaries, though it
must be noted that this was on a relatively low base of turnover in 2015 (compared to
the comparison group). The beneficiary group also reported higher expected levels of
growth in the future, with an average turnover increase of 65% from 2016 to 2017 in the
beneficiary group, compared to 23% in the comparison group (although the forecast 2017
average turnover remained higher for the comparison group).

Over one-fifth of individuals in the beneficiary group, and 16% in the comparison group
reported that their business had introduced a ‘new to the market innovation’ (this
difference between the two groups is not significant at the 5% level?°).

Approaching a third of businesses were exporting (that is, reporting sales outside of the
UK) in both groups. However, it was evident that for a high number of businesses started-
up by individuals in the beneficiary and comparison groups, exporting accounts for a
small proportion of their turnover. Just 9% of beneficiaries and 14% of comparison group
individuals indicated that exports accounted for over a quarter of the sales of their
business (this difference between the two groups is not significant at the 5% level?!).

As suggested in the table below, it is worth noting that the businesses started-up/developed by
the beneficiary group were more likely to be staffed by part-time rather than full-time
employees, relative to the comparison group. The survey evidence indicated that full-time
employees accounted for 52% of all current employment in businesses started-up developed by
individuals in the beneficiary group, compared to 78% in the comparison group.??

20 Two-sided t-test

21 Two-sided t-test

22 This data includes all individuals that reported employment data. One individual in the comparison group reported
total current employment of 300, if this individual is excluded from the analysis the proportion of full-time employment
falls to 72%.
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Table 3-1: Descriptive statistics on business progress and performance

Beneficiary group Comparison group

Business survival

Business survival (of those that
have started)

Turnover
Average turnover in 2015
Average turnover in 2016

Average growth in turnover from
2015-2016

Forecast average turnover in
2017

Employment
Average employment in 2015
Average employment in 2016

Average full-time employment in
2015

Average full-time employment in
2016

Forecast average employment in
2017

Forecast average full-time
employment in 2017

Innovation and exporting

Have introduced a new to the
market innovation

Export (any % of sales)
Export (>10% of sales)

Export (>25% of sales)
Source: Year 2 survey

Individual progress

87% (N=321)

£52,582 (N=212)
£99,764 (N=216)
133% (N=167)

£165,097 (N=201)

1.2 (N=255)
1.2 (N=252)
0.6 (N=255)

0.7 (N=251)
2.1 (N=245)

1.4 (N=244)

21% (N=251)

29% (N=225)
13% (N=225)
9% (N=225)

Individuals still involved in the business

90% (N=250)

£122,693 (N=150)
£160,929 (N=174)
67% (N=126)

£196,668 (N=156)

2.3 (N=177)
3.7 (N=202)
1.6 (N=177)

2.9 (N=202)

4.9 (N=194)

3.8

16% (N=201)

26% (N=183)
16% (N=183)
14% (N=183)

For those individuals still involved in the business, the survey indicated that a significant
proportion in both the beneficiary and comparison groups were involved in other forms of
employment/education/training. As shown in Table 3-2 36% of individuals in the beneficiary
group were involved in other forms of employment/education/training, and 48% of the

comparison group.

This data suggests that a higher proportion of the beneficiary group were focused solely on the
development of their business, compared to the comparison group who were more likely to be

involved in other employment/education/training activities.
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Table 3-2: Involvement in other forms of activity further to the relevant business
Beneficiary group Comparison

(n=284) group (n=278)
Yes (i.e. involved in other activities) 36% 48%
No (i.e. not involved in other activities) 63% 52%

Source: Year 2 survey

Those individuals involved in other employment/education/training activities most commonly
reported they had a full-time or part-time position with a separate employer, as set out in Figure
3-1 over the page. However, it is worth noting that 12 beneficiaries (of the 103 that indicated
they were involved in other activity) stated that they were self-employed, alongside running the
business that was supported by the programme.?3

Figure 3-1: Other activity involved in by those still involved in the business?*

Other

Self employed

In business management training
Volunteering/undertaking an Internship

A student (Institution-based)

In Work-based Training (e.g.
Apprenticeships)

In casual work

A part time employee

A full time employee

0 10 20 30 40

B Comparison B Beneficiary Number

Source: Year 2 survey

The survey also indicated that those beneficiaries that were engaged in other activity spent less
time on this other activity than their equivalents in the comparison group. As shown in Table 3-
3, 54% of beneficiaries that were engaged in other activity stated that the business takes up
more of their time, compared to 40% amongst the comparison group (significant at 5%)?2°.

23 Survey respondents could identify more than one other activity: 9 beneficiaries, and 12 comparison group members

identified being involved in two other activities, and 2 of the comparison group identified being involved in three other
activities.

24 The other category covered a wide range of roles. Examples included being involved in voluntary work, holding
company directorships, property development/rental, and teaching/lecturing roles.

25 Two-sided t-test at 5%
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Table 3-3: Balance of time on the business and other activity (for those engaged in other activity)
Beneficiary group Comparison

(n=103) group (n=133)
The business takes up more time 54% 40%
Other employment/ economic activity takes up
more time 43% 55%
Can't recall 3% 5%

Source: Year 2 survey

Within these overall headlines, there are likely to be complex and varied ways in which the
business and other activities are related, and so in reading these findings this should be borne
in mind. For example, in some cases it may be that individuals were focused on other activities
because their business was not performing well, or it may be that their business was not
performing well because they are focused on other activities.

Individuals no longer involved in the business

For those individuals no longer involved in the business, the majority have not, and do not intend
to start another business: 75% of beneficiaries surveyed (n=48) and 66% of the comparison
group (n=56). A modest number (12 across both groups) have started-up another business, and
18 are thinking about starting up another business.

Where individuals reported they had not and were not considering starting-up another business,
the most common reasons cited (with respondents able to identify more than one) amongst both
groups were a lack of finance, personal issues, and good employment opportunities being
available. This last explanation appeared to be more evident for the comparison group individuals
(identified by 12 of the 37 that have not started/considered another business), than for those in
the beneficiary group (5 of the 36), although given the small sample sizes these data must be
treated with caution.

The employment status at the time of the Year 2 survey for those individuals no longer involved
in the business is set out below: it is worth noting that the rate of employment amongst the
comparison group was notably higher than amongst the beneficiary group, and in turn
unemployment was higher amongst beneficiaries.
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Table 3-4: Employment status of individuals no longer involved in the business
Beneficiary group Comparison

(n=46) group (n=56)
Employed 48% 68%
Unemployed 28% 13%
Self-employed 15% 7%
Other 9% 13%

Source: Year 2 survey

The employment status of these beneficiary group and comparison group individuals before
start-up (that is, when the first gave serious thought to starting up the business), and after their
involvement with the business are set out below. Whilst the data may suggest a positive
movement amongst the beneficiary group (with 28% of the 46 now unemployed, compared to
43% before start-up, and 48% now employed compared to 37% before start-up), these changes
are not statistically significant at the 5% level. A similar trend was witnessed for the comparison
group, with a broadly equivalent increase in the proportion of individuals in employment. The
data do not indicate that the programme has had an effect at this stage in improving the
employment status of individuals that are no longer involved with their business, relative to the
comparison group. However, the data are based on small sample sizes, and this issue will need
to be revisited in future years as (we would expect) the number of individuals no longer involved
with the business started-up via the programme increases.

Table 3-5: Employment status before start-up (when first gave serious thought to starting a
business) and currently (now no longer involved with the business)

Beneficiary group (n=46) Comparison group (n=56)
Before start- Current Before start- Current
up up
Employed 37% 48% 59% 68%
Unemployed 43% 28% 16% 13%
Self-employed 13% 15% 13% 7%
Other 7% 9% 13% 13%

Source: Year 1 and Year 2 surveys

For those individuals that identified in the Year 2 survey they were no longer involved in the
business?®, and those individuals that indicated their business did start-up but has now stopped
trading in the Year 2 survey, the evidence suggested that the involvement with the business has
made around a third of individuals in both groups more likely to choose enterprise as a career
option in the future. However, in some cases it has also led to individuals being less likely to
choose enterprise as a career option; the difference between the two groups (15% for the
beneficiary group and 24% for the comparison group) is not statistically significant on this
measure (or the other data in Table 3-6).

26 This excludes those individuals that stated in the Year 1 survey they were no longer involved in the business.
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Table 3-6: Effects of the business experience on perceptions of enterprise as a career choice
Beneficiary group Comparison

(n=52) group (n=51)

It has made you more likely to choose enterprise

as a career option 35% 35%
It has made no difference to whether you will

choose enterprise as a career option 48% 41%
It has made you less likely to choose enterprise as

a career option 15% 24%
Other 2% 0%

Source: Year 2 Beneficiary and comparison group surveys
Access to business finance
External finance

The Year 2 survey sought to gather evidence on access to finance issues for those individuals
that have started-up a business and were continuing to trade at the time of the survey,
specifically, identifying whether their businesses had secured external finance in the 12 months
prior to completing the survey. These data may be an important factor in understanding
business performance. Given the constraints on the survey length, there was not an opportunity
to probe on unsuccessful applications for external finance or those that may be ‘discouraged
borrowers’.

Securing external finance

As set out in Table 3-7, the proportion of individuals in the beneficiary group that secured
external finance was higher than the comparison group, at 27% compared to 19% (significant
at the 5% level). However, for both groups the majority of individuals surveyed (over 70%)
reported that they had not secured external finance for their business over the past 12 months.

Table 3-7: Proportion of individuals with trading businesses securing external finance in the past
12 months

Beneficiary group Comparison

(n=255) group (n=221)
Yes — secured external finance over the past 12 months 27% 19%
No — have not secured external finance over the past 12
months 73% 80%
Don’t know 0% 1%

Source: Year 2 Beneficiary and comparison group surveys

Providing finance for working capital/cash flow (29 beneficiaries and 13 comparison group
individuals), and acquiring capital equipment/vehicles (26 beneficiaries and 14 comparison group
individuals) were the most common reasons why individuals secured external finance for their
business over the previous 12 months.
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As shown in Figure 3-2, approaching half (43%) of the beneficiaries that secured external finance
for their business (n=68) sourced the finance from banks or other mainstream finance providers.
Individuals in the comparison group were less likely to have secured finance from banks (26%
of those that secured external finance). Finance from family/friends and the public sector were
also common amongst both the beneficiary and comparison group. It is also worth noting that
15% of individuals in the beneficiary group that secured external finance over the 12 months
prior to the survey (n=68) secured this finance from business angels or venture capitalists.
Whilst in aggregate terms this is a modest number (10 from the overall survey cohort of 330),
and no higher statistically than the proportion in the comparison group, this does suggest that
the programme is supporting individuals with businesses that have significant growth potential
(as perceived by business angels/venture capitalists).

Figure 3-2: Sources of external finance secured in the past 12 months by the beneficiary and
comparison group - those that secured finance

Other

Peer-to-peer lending or crowd
funding

Business angel/venture capital
Public sector funds

Charity or community funder

Bank/mainstream finance

providers 43%

Family/friends

0% 10% 20% 30% 40% 50%
Proportion securing finance

B Comparison (n=43) B Beneficiary (n=68)

Source: Year 2 survey

The average (mean) value of external finance secured by the beneficiary group (of those that
did secure external finance) was around £38,000. As shown in Table 3-8, the average value of
external finance secured for the comparison group (of those that did secure external finance)
was significantly higher, at approaching £200k. However, the results are influenced heavily by
six respondents (five in the comparison group and one in the beneficiary group) that reported
securing very significant levels of investment from venture capitalists/business angels or banks,
in each case reporting external investment of £500k or more. If these six respondents are
removed from the analysis, the mean for the comparison group is broadly consistent with the
beneficiary group, at around £30,000 in both cases. However, the median value of external
finance secured by those individuals in the beneficiary group that secured finance at £10,000
was below the comparison group value of £15,000.
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Table 3-8: Average external finance secured in the past 12 months (for those that secured
finance)?”

Beneficiary group Comparison

(GELT)) group (n=39)
Average total funds secured (all securing finance) £37, 635 £219,320
Average total funds secured (excluding ‘top 6’*) £29,629 (n=64) £30,250 (n=34)
Median funds secured (all securing finance £10,000 £15,000
Median total funds secured (excluding ‘top 6’*) £10,000 £14,350

Source: Year 2 survey * The five comparison group individuals that reported securing external investment of £1
million or more, and the one beneficiary group individual that identified securing investment of over £500k

Unmet demand for finance - evidence

The Year 2 survey also sought to identify whether individuals needed external finance, or more
external finance, than they secured - providing evidence of whether individuals may be
‘discouraged borrowers’, defined as those with a declared external financing need who for some
reason do not apply for funding, or whether they have been unsuccessful in their applications.

As set out in Figure 3-3, the survey indicated there was a level of unmet demand for finance
over the past 12 months, particularly amongst the beneficiary group. For those in the beneficiary
group that did secure external finance (n=68), approaching a third (32%) indicated that they
required more finance over this period than they secured, compared to 16% in the comparison
group. The trend was consistent for those individuals that did not secure finance: for those in
the beneficiary group that did not secure any external finance (n=186), a quarter indicated that
they did have a need for finance, compared to 9% in the comparison group.

The average level of this ‘unmet’ finance (covering both where more external was needed, and
where any finance was needed) was around £50k for the beneficiary group, and £94k for the
comparison group. However, the scale varied considerably, with the comparison group data
driven by a small number of individuals indicating a significant level of unmet demand for
finance, including five (of the 22 that identified unmet finance) of over £100k. For the beneficiary
group, the level of unmet finance was most commonly under £50k.

27 The data exclude the seven respondents that indicated they had secured finance but did not provide an indication of
scale. The data also combine actual values, and where not provided, the mid-points of ranges identified in the survey.
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Figure 3-3: Evidence on unmet demand for external finance

For those that did secure external For those that did not secure external
finance, did you have a need for more finance, did you have a need for
external finance? external finance?
100% 100%
90% 90%
80% 80%
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60% 60%
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Beneficiary group Comparison group Beneficiary group Comparison group
(n=68) (n=43) (n=186) (n=176)
HYes ENo HYes ENo

Source: Year 2 survey
Unmet demand for finance - explanation

For those beneficiary group individuals that did not secure external finance, but needed it
(n=44), the most common reason why they did not secure external finance was that they did
not apply (identified by 21 of the 44). Not wanting to take on additional risk was the most
common reason for why individuals did not apply for finance (identified by 10 of the 21
beneficiaries), with expectation of rejection and the perception that the finance would be too
expensive also identified by a number of beneficiaries. Of the 44 beneficiaries that did not secure
external finance over the past 12 months but needed it, 12 (i.e. around a quarter) indicated that
they applied unsuccessfully for finance, of which most (10) indicated they applied unsuccessfully
to a bank or mainstream finance provider. Equivalent data has not been reported for the
comparison group owing to the small sample size (n=15).

Whilst the overall sample sizes here are modest, and should be treated with caution, the survey
data did suggest that access to finance for follow-on funding from the programme has been an
issue for beneficiaries. Of the 255 beneficiaries surveyed with a business that was trading, 44
(17%) indicated that they required external finance over the past 12 months to grow their
business but did not access this finance. The reasons for this varied — around half did not apply,
and around quarter applied unsuccessfully.

Use of own finance

The data above suggested that the beneficiary group was more likely to access external finance,
but that unmet demand for external finance was also more common in the beneficiary group.
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This may be explained in part by the ability of comparison group individuals to use substantive
volumes of their own finance to support the business.

The survey indicated that the proportion of individuals that invested their own money in the
business over the past 12 months was consistent between the two groups, at 62%. This was
lower than the equivalent data in the Year 1 report, where the proportion of individuals that had
invested their own money in the business was 85% for the beneficiary group, and 76% for the
comparison group. This reduction is to be expected given this Year 1 investment focused
principally on starting-up the business, and where fewer businesses were generating revenue
that could be re-invested.

However, the Year 2 survey data indicated that the average investment of personal funds by
individuals in the comparison group was around £24k, compared to £14k amongst the
beneficiary group.?® These data included three individuals that reported very significant personal
investment of at least £700k (two in the comparison group, one in the beneficiary group). When
these three individuals were excluded, the average for the comparison group at £16k remained
above the beneficiary group at £10k. However, there was a considerable range in the scale of
personal finance invested in the business, as set out in Figure 3-4 below. For both the beneficiary
and comparison groups, personal investment of between £1k and £5k was most common.

Figure 3-4: Own money invested in the business in the past 12 months
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Source: Year 2 survey

Indeed, the data suggested that the scale of personal investment over the past 12 months was
broadly consistent across the two groups for those individuals that invested up to £10k in their
business. However, for around a quarter of the survey cohort (around 90 from the combined

28 This is consistent with the data from year 1 where those individuals in the comparison that had invested their own
money invested more on average than the beneficiary group.
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relevant sample of 375) that were able to invest over £10k, individuals in the comparison group
invested considerably more. The data are set out in Table 3-9 below.

Table 3-9: Average value of own finance invested by range

Beneficiary group Comparison group

. 4,015 3,604

Average for maximum £10k

(n=148) (n=144)

50,474 83,917
Average for over £10k (all)

(n=39) (n=48)

. . 33,381 54,957

Average for over £10k (excluding £700k+ outliers)

(n=38) (n=46)

Source: Year 2 survey
Other non-financial support

Approaching a third of individuals surveyed in Year 2 indicated they had received external non-
financial support/advice to develop their business over the past 12 months: 31% for the
beneficiary group, and 32% for the comparison group (note, for the beneficiary group this was
external to the Start Up Loans programme). The most common source of non-financial
support/advice for both groups was informal networks, such as families and friends (identified
by approaching three-quarters of both groups). Accountants and business consultants/advisors
were also commonly identified as sources of support.

The receipt of non-financial support (which for the beneficiary group was support external to the
Start Up Loans programme) has been included as a variable in the econometric analysis
discussed later in the report.

Loan repayment

Start Up Loans is not expected to provide a commercial return to Government. However, as a
loan-based rather than grant-based programme, it is expected that the finance is repaid (within
a maximum five-year period), plus interest (at 6%). SULCo is responsible for overall
management of the loan book, and recording levels of repayment and arrears.

This said, it is important to recognise that some level of arrears, and subsequently default is
both reasonable and desirable for an intervention such as Start Up Loans. A low level of
arrears/default would indicate low finance additionality i.e. too much risk aversion in the
provision of loans, with the programme acting in a similar way to mainstream finance providers,
and meaning that the programme was not meeting its intent to provide finance for start-up to
those individuals who would otherwise not have accessed this finance from other sources.
Balancing these objectives — of providing a reasonable and efficient level of repayment, whilst
ensuring that the programme continues to meet its core objective to provide finance to those
individuals that would otherwise not get access to finance owing to market failure in the supply
of finance - continues to be key to the programme.
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... amongst the evaluation population

Data provided to the evaluation team by SULCo indicated that, at the end of March 2016, 44%
of the ¢.11,000 loans drawn down over the evaluation period (November 2013 to December
2014), were identified by SULCo as being in arrears (i.e. an expected loan re-payment had been
missed in that month i.e. March 2016). The rate of arrears was consistent by age group (45%
and 44% for those Aged 18-30 and Aged 31+ respectively), and broadly consistent by loan
value, although those with a loan under £3k were slightly /ess likely to be in arrears, at 39%,
compared to 47% for those with loans from £3k to £8k, and 43% for those with loans over £8k.2°

The proportion of loans in arrears at the end of March 2016 (as defined by SULCo) was higher
for loans drawn down earlier in the evaluation period, as shown in the Figure below. Over half
of the loans drawn down in November and December 2013 were in arrears at the end of March
2016, with the proportion of loans in arrears at this point declining for loans drawn down later
in the evaluation period i.e. the rate of arrears increases over time. These data were consistent
with evidence in the Year 1 report, and to a large degree is likely to reflect the timing of support,
i.e. we would expect that older loans are more likely to be in arrears reflecting processes of
enterprise creation and (potential) closure.

Figure 3-5: Arrears rate amongst the evaluation population by end-March 2016 (n=10,948)
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Source: SULCo monitoring data as at March 2016

The data provided to the evaluators by SULCo identified the number of monthly payments missed
by individuals (where relevant). This is important given that some individuals may have missed
a payment in a particular month (i.e. in March 2016 when the data refer to), but if this is
addressed promptly, the overall rate of arrears at 44% may be misleading, and not reflect
accurately the default rate or the expected loss on capital lent. However, as set out in (A) in
Table 3-10 below, over half of the loans that were in arrears in March 2016 (n=4752) involved

29 All the data presented in the report related to arrears refer to the number of loans, not the value of loans.
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12 or more payments, and just 6% of the loans in arrears involved a single missed payment. As
shown in (B), the number of loans in arrears with 12 or more missed payments accounted for
24% of all loans drawn-down over the evaluation period (n=10948). As such, the data do
indicate that for this cohort specifically, the overall rate of arrears at the end of March 2016 is
likely to reflect the long-run experience.

Table 3-10: Number of missed payments by those in arrears in the evaluation population
(A) Proportion of loans in (B) Proportion of all loans

arrears in March 2016 that were in arrears in
with one-to-twelve or March 2016 with one-to-
more missed payments twelve or more missed
(GELYAY)) payments (n=10948)

One missed payment 6% 3%

Two/three missed payments 10% 5%

Four/five missed payments 8% 3%

6-11 missed payments 22% 10%

12 or more misses payments 54% 24%

Source: SULCo monitoring data as at March 2016

The Year 1 report found that the rate of arrears was linked to the take-up of capital repayment
holidays, and particularly 12-month capital repayment holiday periods: in March 2015, 44% of
beneficiaries drawing down loans over the evaluation period with a 12-month capital repayment
holiday periods were identified by SULCo as being in arrears at that point, compared to 30% of
individuals with no capital repayment holiday. This trend held true one year on - as set out
below, well over half of individuals with a 12 months capital repayment holiday period were in
arrears by March 2016. It is important to note that the evaluators understand that capital
repayment holiday periods are no longer offered by the programme; the data from the evaluation
period therefore reflect an earlier phase in the delivery of the programme.

Table 3-11: Arrears rate by capital repayment holiday

Proportion of
beneficiaries in arrears

None (n=6751) 42%
3 months (n=991) 50%
6 months/9 months (n=2003) 42%
12 months (n=1203) 57%
Summary - no capital repayment (n=6751) 42%
Summary - capital repayment (n=4197) 48%

Source: SULCo monitoring data as at March 2016
... amongst the survey cohort
By March 2016, 24% of beneficiaries in the Year 2 survey cohort were in arrears. A lower level

of arrears amongst the survey cohort than the wider evaluation population (i.e. 24% for the
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survey cohort compared to 44% for the evaluation population) is not unexpected (and consistent
with the data in Year 1) for two reasons.

First, the survey cohort was based on individuals that drew down their loan in the June-December
2014 period (i.e. not loans drawn down between November 2013 and May 2014), and as we
have seen above, the arrears rate was lower for loans drawn down over this period than the full
evaluation period. Specifically, the arrears rate for all loans drawn down over the June-December
2014 period (n=4,959), was 39%, five percentage points lower than for the November 2013 to
December 2014 period as a whole.

Second, as discussed in Section 2, we may expect that those individuals in arrears would be less

likely to respond to the survey related to the programme. Section 5 considers the evidence on
the factors that may be driving loan repayment status.
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Section 4: Evidence on programme effectiveness

Key findings

e The Year 2 econometric analysis has reaffirmed the headline finding from the Year 1
report, namely that the programme has had a significant and positive effect on the
start rate. Therefore, the evidence from the evaluation indicates that the SUL
programme has resulted in an increase in the number of business starts across the UK.

e This finding was corroborated by the self-reported assessment of beneficiaries. Over
one-third (35%) of beneficiaries surveyed indicated that they would not have started
their business at all without support from the programme. By contrast, only 14%
indicated that their business would have started at the same speed, scale and quality
without support from the programme.

e The econometric analysis in Year 2 of the evaluation has also found emerging evidence
that the programme has had an effect on business outcomes. A positive and significant
effect of the programme was found on whether a business has increased its sales from
last year to the current year, and whether a business has increased its employment
from last year to the current year (both for total employment and full-time
employment). This means that start-ups supported by the SUL programme were more
likely to increase their sales or employment than start-ups that were not supported by
the programme.

e These effects on business outcomes were restricted to whether a business had grown
its sales or employment, and there was no evidence at this stage of an effect on the
absolute growth in sales or employment (with business size controlled for in the
analysis). This may be due to the early stages of development of these companies,
which aligns with findings covered in Section 6 that indicate that a significant proportion
of turnover growth is forecast for future years.

e There was no evidence in the analysis of a link between the programme and personal
development outcomes, such as business confidence, skills or personal confidence.

Coverage

This section sets out the evidence at this interim stage of the evaluation on the effects of the
programme on business and personal development outcomes, drawing on the econometric
analysis and the ‘self-reported’ evidence from survey beneficiaries. A particular focus of the
Year 2 analysis was to revisit the evidence on the effect on start-up rates, and to assess the
evidence on the effects of the programme on business performance in terms of early sales and
employment growth. The analysis also included consideration of other business and personal
development outcomes to provide a broader perspective on the potential effects of the
programme. Where the focus is on the econometric analysis, the section focuses on presenting
the key findings. The technicalities of the specification of the models is discussed in more detail
in Annex A.

To complement the quantitative analysis from the econometric and self-reported analysis, this

section sets out the evidence from the qualitative research, which draws on the case studies and
survey of Delivery Partners.
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Business outcomes
Evidence on start-up and speed of start-up
Econometric analysis

The Year 1 report evidenced a positive link between the support received through the Start Up
Loans programme and the likelihood of starting a business. One year on, the updated analysis
confirms this link, indicating that the SUL programme has increased the likelihood of starting a
business3® (see Table 4-1). More specifically, the econometric results indicate that the marginal
effect associated with being a SUL beneficiary increases the probability that an individual will
start their business by 13%. This also corroborates the descriptive analysis set out in Section 3.
Individuals across the whole cohort (i.e. covering both the beneficiary and comparison groups)
that are based in London have a lower likelihood of starting their business — consistent with the
results reported in the Year 1 analysis3'. None of the other explanatory variables were found to
be statistically associated with the start-rate in Year 2.

The results of the analysis also showed that, where a business has started, the programme has
had no impact on the speed of start-up3? (Table 4-1). It is important to note that beneficiaries
that had started their businesses prior to joining the SUL programme are excluded from this
analysis. For the full econometric results tables, and details of the specification of the
econometrics model that has been used, please see Annex A, and specifically Table A-5.

30 A business is defined as having started when expenditure has been incurred, or income has been received.

31 Note it is not within the remit of the evaluation to test the factors influencing start-up rates in different regions, and
there are likely to be a wide variety of unobserved factors influencing rates of start-up levels in different regions e.g.
cost of sites and premises, levels of competition, labour market conditions and demand.

32 Defined as the time elapsed between when the business idea was conceived and the point of the first income
secured or expenditure incurred, whichever is earliest.

47



Research Report

Table 4-1: Summary of findings of econometric analysis on business start-up outcomes

Dependent variable Start-rate (N=466 Speed (N=331
Independent variables Result Result
Start Up Loans ++ <>

Personal characteristics

Owner age <> <>
Owner age squared <> <>
Previous business experience <> <>
Degree <> <>
Female <> <>
Unemployed (pre-start) <> <>

Business characteristics

Business age

Business age squared

Multiple owners <> <>
Strategy characteristics

Business plan (pre-start) ++
Business plan (at any time)

Non-financial support -

SUL mentoring <>

INT: SUL mentoring * non-financial support <>

External finance
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Independent variables for sector and

geography have not been included in this table for ease of presentation. Unless otherwise stated in the text, these
were not found to be significant.

It is notable that very few of the individuals surveyed had not started up their business by the
time of the Year 2 analysis, particularly for the SUL beneficiary group (start-up rates at year 2
were 97% for the beneficiary group and 85% for the comparison group). This feature precluded
any repeat analysis of the effect of writing a business plan on the likelihood of starting-up33, or
any further analysis on the interaction between writing a business plan and the support received
by Start Up Loans in this process34.

With respect to the speed of start-up, the findings suggest that individuals starting services-
based business (classified under SIC codes J-N) and those that approached the programme with
an existing business plan tended to start faster. Further, those individuals receiving non-financial
support (excluding support received through the programme) tended to take longer to start their
businesses. When comparing the experience of the beneficiary and comparison groups, the

33 As the few firms that had not started-up also had a number of missing data points, it was not possible to include
them in the sample analysed. The result is that it becomes impossible to disentangle the relationship between the
start-rate and SUL-specific support (including the pre-application support made available to beneficiaries), as, simply,
all beneficiaries in the sample had started-up.

34 The SUL programme provides pre-application support and requires that a business plan is submitted as part of the
loan application, and so the process of requiring a business plan may be important in the effect on the start rate.
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econometric findings were unable to evidence a relationship between Start Up Loans and the
speeding up or slowing down of the start-up process. It may be the case that some businesses
were able to start faster as a result of the support received through the programme (as
suggested in the self-reported analysis - see below), while others were prompted to invest more
time into researching their market and preparing a more thorough business plan, thereby
extending the start-up phase. Moreover, some individuals may have had the idea for their
business for some time before approaching the programme, which would result in a long start
up period.

There was evidence from the case study research that the duration of the pre-application support
may have forced some entrepreneurs to spend more time in the planning stage. Indeed, this
was identified as a deterrent for certain entrepreneurs who wanted to move forward with their
business more quickly, and so one Delivery Provider developed a ‘fast track’ route in response
to this issue.

Self-reported analysis

Consistent with the approach in Year 1, the analysis has considered the self-reported evidence
provided by beneficiaries to offer a second perspective on the effect of the programme on
business start-up. Beneficiaries that started a business (i.e. incurred expenditure or received
income) following support from Start Up Loans were asked in the survey to provide a view on
what would have happened if they had not been supported by the programme. This is evidence
on so-called ‘self-reported deadweight’, one of the core components of additionality.

The findings for those that started their business following engagement with the SUL programme
from the Year 2 survey, and by way of comparison, the Year 1 survey from the larger cohort of
respondents, are set out below. The findings indicated that perceptions on what would have
happened without the programme have remained consistent. In the surveys from both years,
around one-third of beneficiaries stated that their business would not have been started-up
without the programme, reflecting full additionality. Moreover, a similar proportion in both years
(13% and 14% in Years 1 and 2 respectively) reported full deadweight, that is, in their view,
the business would have started-up in any case and at the same time, scale and quality without
the programme.3>

35 For those individuals that completed the survey in Year 1, but did not complete the survey in Year 2, the results
were broadly consistent, albeit slightly less positive in terms of full non-deadweight, with 25% reporting full non-
deadweight and 14% reporting full deadweight. This may suggest some slight response bias in the Year 2 results, with
those with a more positive experience of the programme (i.e. full non-deadweight) more likely to a respond to the
Year 2 survey.
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Table 4-2: Response to ‘In your view, without your involvement with the Start Up Loans programme,
which of the following would have happened?’

Year 1 findings Year 2 findings

(GELY)) (n=226)

The business would not have been started at all 33% 35%

The business would have started, but at a later 43% 241%
date

The business would have started, but on a smaller 21% 249%
scale

The business would have started but would have 18% 15%
been of lower quality

The business would have started-up at the same 13% 14%

time, scale and quality

Don't know 1% 1%

Source: Year 1 and 2 Beneficiary survey Note: multiple coding was possible for timing, scale and quality
categories

For those beneficiaries reporting partial additionality from the programme, there were some
differences in the Year 2 survey. As set out below, the data from Year 2 suggested that the
acceleration effects of the programme were more pronounced than suggested in Year 1, with an
increase in the proportion of beneficiaries reporting that the effect was over a year in Year 2. It
is not evident what is driving this change; it may simply reflect individuals being more realistic
on the requirements for starting a business and the effects of the programme in facilitating this
process a further year on.

Figure 4-1: Response to: ‘Approximately how much longer do you think it would have taken
you to start-up the business, if you had not been involved with Start Up Loans?’ in Years 1 and
2 surveys
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It is also noted that where beneficiaries identified scale effects of the programme, these were
less pronounced than reported in Year 1. The sample sizes here were small (n=55 for Year 2)
so this finding should be treated with some caution. However, this is arguably to be expected
as the effects of initial engagement in the programme may decay over time, and other factors
may become important. Note that we did not seek to quantify or capture further quantitative
data on the ‘quality’ effects of Start Up Loans (identified by 15% of respondents in Year 2); these
effects are likely to vary widely and may be closely related to timing and scale effects. Findings
related to the quality of businesses were covered in the case study research.

Nearly all (20 of the 24) of the Delivery Partners that responded to the online survey stated that
in their view the programme had led, to a large extent, to the creation of new businesses that
would not have started otherwise. In addition, two reported this effect to a moderate extent.
Whilst these views are to be expected, Delivery Partners pointed to evidence to back up their
claims, which included a mix of anecdotal feedback from beneficiaries, formal surveys, case
studies and follow-up studies. As such, whilst these data should be treated as qualitative, they
provide complementary evidence on the observed effects of the programme in supporting
business start-ups across the delivery network.

Evidence on business performance
Econometric analysis

As set out in Section 3, the survival rate for businesses that have been started by the beneficiary
group and comparison group stood at 87% and 90% respectively. The econometric analysis finds
that the only factor that was significant on the survival rate was securing non-Start Up Loans
external finance. The direction of causality is unclear here, and it may be that those businesses
that survived (and can demonstrate a track record in sales and successful repayment of other
finance) were more likely to obtain other external finance, rather than the additional receipt of
external finance being instrumental for survival.

Last year’'s econometric work found a link between the Start Up Loans programme and the
expectation of positive sales growth into the future. This year’s results provide some evidence
to suggest that this expectation of increased sales was borne out in reality (significant at the
10% level, see Table 4-3). From last year to the current year, the econometric results suggest
that SUL beneficiaries were 19% more likely to report an increase in their sales compared with
the comparison group. It is important to note that this finding directly measures whether a
business increased its sales or not (i.e. a “yes” or “no” variable) rather than the size of any
change in sales from the last financial year to the current one (for which no effect of the
programme could be detected - discussed below). The finding that the programme has had an
effect on whether businesses have increased their sales was also robust to various sensitivity
tests (see more detail in the technical annex, Annex A).

Other factors relevant to a year on year increase in actual sales included:
e Having multiple owners involved in the business has a positive effect. Interestingly, this

finding was the opposite of what was found in last year’s analysis on expected sales. In
Year 1 it was found that individuals involved in businesses with multiple partners were
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less likely to expect growth, potentially suggesting that lone entrepreneurs tend to be
considerably more optimistic.

e Being in receipt of some form of non-financial support (excluding the Start Up Loan).

The latter finding was probed further to consider the role of programme support - such as the
provision of mentoring — in the mix of non-financial support received by entrepreneurs. This
analysis showed that there was no direct evidence of a positive effect on the sales growth of
beneficiary companies of SUL support, but did find a negative relationship on the interaction
between SUL and non-SUL forms of non-financial support (see “INT: SUL mentoring * non-
financial support” in Table 4-3). This finding hints that SUL mentoring and other non-financial
support may, in effect, be substitutes for one another. The role of SUL mentoring may be
important if the programme exposes beneficiaries to non-financial support (e.g. through the
mentoring), which then influences them to use more support (from other sources) in the future.
However, this finding is speculative as the econometric results did not provide clear conclusions.

In addition to whether an individual reported a positive change in sales or not, the absolute
change in sales of those firms sampled that provided financial data was also analysed. Here the
results provided no evidence of any effect of the programme on the magnitude of sales changes
between last year and the current year for those businesses that had increased their sales (see
Table 4-3).

It is important to note here that this analysis was undertaken for only those businesses that had
increased their sales, as those businesses that recorded zero or negative changes in sales were
excluded due to the econometric approach adopted?3®. This also had implications for the sample
size under analysis (N=129), and so the results need to be treated with additional caution.

Additional factors relevant to explaining the levels of growth achieved by growing firms include
having had previous experience in business, having received some form of external finance
(external to Start Up Loans), and reporting higher levels of sales in the previous financial year
(see Table 4-3). For the full econometric results tables, and details of the specification of the
econometrics model that has been used, please see Annex A, and specifically Table A-6.

36 This is because the data were ‘transformed’ by taking natural logarithms to conform to the assumptions of the
modelling approach, and ‘transforming’ negative or zero values is impossible.
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Table 4-3: Summary of findings of econometric analysis on sales change outcomes

Dependent variable Sales change (binary) (N=195) Sales change (absolute, logged)
N=129

Independent variables Result Result

Start Up Loans + <>

Personal characteristics

Owner age <> <>
Owner age squared <> <>
Previous business experience <> +

Degree <> <>
Female <> <>
Unemployed (pre-start) <> <>

Business characteristics

Business age <> <>
Business age squared <> <>
Multiple owners ++ <>
Sales in 2015 <> ++

Strategy characteristics

Business plan (at any time) ++ <>

Non-financial support ++

SUL mentoring <>

INT: SUL mentoring * non-financial

support -

External finance +
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Independent variables for sector and

geography have not been included in this table for ease of presentation. Unless otherwise stated in the text, these
were not found to be significant.

Turning to employment growth, the Year 2 analysis indicated that beneficiaries of the Start
Up Loans programme were more likely to increase their employment relative to the comparison
group. Again, this analysis reflects whether or not a business grew in employment terms, rather
than the magnitude of any employment increases or decreases (covered below). A positive effect
of the programme was found when part-time and full-time workers were treated equally (hereon
referred to as total employment), and when full-time employment only was considered.
Statistically speaking, SUL beneficiaries had a 13% increased probability of increasing their
levels of total employment, and a 10% increased probability of increasing their full-time
employment base, respectively. However, in the case of the latter there is a lower level of
confidence in the results (the programme was significant at the 10% level for full-time
employment, and at the 5% level for total employment) - see Table 4-4. These findings on the
positive effect of the SUL programme on whether companies have increased their employment
were robust to various sensitivity tests (see more detail in the technical annex, Annex A).

Other relevant factors to both total and full-time employment change (unless otherwise stated)
include the following:

e Female entrepreneurs were more likely to increase employment

e Entrepreneurs starting businesses in the wholesale, retail, transport and accommodation
sectors were more likely to increase employment (significant at the 10% level)

53



Research Report

e Individuals with other (non-Start Up Loans) forms of external finance were more likely to
increase employment

e The businesses of those entrepreneurs that were unemployed prior to starting their
business were less likely to increase employment (for the total employment change
analysis only).

For the absolute change in total employment, the analysis failed to find an association between
the programme and the scale of employment change. There was, however, a positive association
between the programme and the absolute change in full-time employment at the 10% level of
significance. Unlike for the change in absolute sales (transformed by taking natural logarithms,
N = 129), data on changes in absolute employment were more complete (N=238). Itis important
to note that many companies saw no change in employment in the period under analysis. Whilst
the approach taken to the analysis is appropriate, the limited variance means that the results in
relation to absolute changes in employment should be treated with caution. For the full
econometric results tables, and details of the specification of the econometrics model that has
been used, please see Annex A, and specifically Table A-6.

Table 4-4: Summary of findings of econometric analysis on employment change outcomes

Full-time Full-time
Employment employment Employment employment
change change change change
(CILEL"D) (CILELD) (absolute) (absolute)
Dependent variable
Independent variables Result Result Result Result
Start Up Loans ++ + <> +

Personal characteristics

Owner age <> <> - -

Owner age squared <> <> ++ ++
Previous business experience <> <> - <>
Degree <> <> <> <>
Female + + <> <>
Unemployed (pre-start) - <> <> <>

Business characteristics

Business age <> <> <> <>
Business age squared <> <> <> +

Multiple owners <> + <> <>
Sales in 2015 + <> <> <>

Strategy characteristics

Business plan (at any time) <> <>

Non-financial support <>

External finance ++ ++ <>
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Independent variables for sector and

geography have not been included in this table for ease of presentation. Unless otherwise stated in the text, these
were not found to be significant.

A basic panel set up was also undertaken as part of the analysis, drawing on the longitudinal

nature of the data collected on sales and employment. This provided more positive findings on
the effect of the SUL programme, especially on absolute employment change and to a lesser
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extent on absolute sales change. The main findings are summarised in a sub-section on
“longitudinal analysis” in Annex A. It is important to note that the panel set up did not take
account of the self-selection bias that the Heckman model, which was used in the core
econometric analysis, was specifically used to address. Therefore, the panel data findings are
less robust.

It is worth noting that the evidence from the survey of Delivery Partners is consistent with the
overall direction of the findings presented in this section. Delivery Partners believed that the
programme had contributed to the growth of businesses (in terms of employment and/or
turnover), but their views were less strong than the views on the role of the programme in
business creation. Of the 23 Delivery Partners that responded to the survey, 16 stated that they
believed the programme had had an impact to a ‘moderate extent’, with just five stating that it
had had an impact ‘to a large extent’ on business growth3”. Delivery Partners drew on a range
of evidence to support this judgement, including client feedback and follow-up research. The
case study evidence also provided limited qualitative evidence that the programme had led - at
this stage — to perceived benefits in terms of business growth; the extent to which this message
may change will be an important focus of the second wave of the case study research.

Evidence on other business outcomes
Econometric analysis

To reflect the potential wider effects of the programme on the performance of businesses set-
up by beneficiaries the Year 2 analysis has been extended from sales and employment outcomes
to consider the association between Start Up Loans and levels of innovation, and of exporting.
Specifically, the analysis has covered whether firms have introduced a ‘new to the market’
innovation, or report being an exporter (i.e. selling goods and services to customers outside of
the UK). The relevant sample for this analysis is for those individuals with businesses that are
trading only.

The econometrics indicated that on innovation, there was a positive association between
participation in the Start Up Loans programme and the introduction of a ‘new to market’
innovation. The marginal effect associated with the econometric model suggests that SUL
beneficiaries have a 17% increased probability of introducing a new to market innovation,
relative to the comparison group. Whilst on the face of it this is a positive finding for the
programme, given the relationship between innovation and business growth38, the causality is
unclear. It may be the case that the programme attracts entrepreneurs that are more likely to
engage in innovation, rather than the programme itself driving innovation. Entrepreneurs with
innovative businesses are likely to seek finance and support from a range of providers, as their

37 The options were: To a large extent; To a moderate extent; To a small extent; Not at all; Don't know. Respondents
were asked to make their own judgement based on this relative scale.

38 See for example SMEs: The Key Enablers of Business Success and the Economic Rationale for Government, p26-28
(Intervention, https://www.gov.uk/government/uploads/system/uploads/attachment data/file/266304/bis-13-1320-

smes-key-enablers-of-business-success.pdf)
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business ideas may require greater levels of external finance and they may be regarded as risky
from the perspective of more traditional providers of business finance (e.g. banks). This
interpretation was supported by the positive association between innovation performance and
other forms of external finance. Being male, holding a degree level qualification, and having
previous experience in business were also all associated positively with introducing a ‘new to
market’ innovation.

On export performance, the econometric results suggested that there was no association
between being an SUL beneficiary and being an exporter. This finding held for various definitions
of exporting based on the scale of exports3®. The analysis did, however, find some evidence to
indicate that exporters tended to be degree educated and have multiple owners, but only when
we employ the broadest definition of an exporter (i.e. those who have reported any sales
overseas). For the full econometric results tables, and details of the specification of the
econometrics model that has been used, please see Annex A, and specifically Table A-7.

Table 4-5: Summary of findings of econometric analysis on other business outcomes
Innovate (new to market) Export (any overseas

Dependent variable

Independent variables Result Result
Start Up Loans ++ <>

Personal characteristics

Owner age <> <>
Owner age squared <> <>
Previous business experience ++ +

Degree + ++
Female -- <>
Unemployed (pre-start) <> <>

Business characteristics

Business age - <>
Business age squared <> <>
Multiple owners <> +

Strategy characteristics

Business plan (at any time) <> <>

External finance ++

INT: SUL * External finance <>
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Independent variables for sector and

geography have not been included in this table for ease of presentation. Unless otherwise stated in the text, these
were not found to be significant.

39 Exporters were defined in three different ways using data on the proportion of sales accounted for by customers
outside of the UK. The three definitions were: i) any positive level of sales to customers outside of the UK; ii) 10% or
more of sales to customers outside of the UK; and iii) 25% or more of sales to customers outside of the UK. Only the
first of these is used in Table 4-5, with full details on all three available in the technical annex.
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Personal development outcomes

One of the objectives of the programme is to benefit the individual entrepreneurs through their
personal development (as well as through the development of businesses that are started-up).
Therefore, the tracking survey has also sought to gather evidence on a range of personal
development outcomes. These outcomes focus on individuals’ own perceptions of their:
confidence in running and managing a business (business confidence*?); overall business skills
and knowledge (skills); and personal confidence in things outside of business (personal
confidence).

Descriptive statistics on these personal development indicators are set out in Table 4-6,
presenting data from both the Year 1 and Year 2 surveys. Note that the analysis is based
exclusively on those individuals in the beneficiary and comparison groups that responded to
these questions in both the Year 1 and Year 2 surveys; the analysis therefore does not include
those individuals in the comparison group surveyed in Year 2 only. Three points are noted:

e Levels of business confidence and personal confidence were high amongst both groups,
although beneficiaries reported slightly higher levels of business confidence than the
comparison group in Year 2 (consistent with the data on Year 1); the extent to which
there was a statistical link with the programme, when controlling for other factors, is
considered below

e Assessment of skills and personal confidence were similar between the two groups,
although (consistent with Year 1) survey respondents generally rated their overall
business skills and knowledge as being lower than levels of confidence (with an average
of under four for skills, compared to over four for personal and business confidence)

e There was a reduction in the average score between the two years of the survey on all
indicators of personal development; this is reviewed in more detail below.

40 Note that this relates to the confidence of the individual in their ability to run and manage a business, not
confidence in wider business and market conditions
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Table 4-6: Descriptive statistics on business confidence, skills and personal confidence (mean
scores out of five)*

Beneficiary group Comparison group

Business confidence  Mean score in Year 1 survey 4.34 421
Mean score in Year 2 survey 4.15 4.00

Change -0.19 -0.23

N 324 185

Skills Mean score in Year 1 survey 3.91 3.75
Mean score in Year 2 survey 3.75 3.70

Change -0.16 -0.14

N 323 183

Personal confidence  Mean score in Year 1 survey 4.41 4.42
Mean score in Year 2 survey 4.26 4.17

Change -0.15 -0.23

N 323 185

In the Year 1 report, a positive effect was found linking participation in Start Up Loans and higher
levels of business confidence, but no further links were identified between the programme and
any other personal development outcomes. However, the Year 2 econometric results did not
indicate a statistical link between the programme and levels of business and personal confidence,
or in levels of business skills and knowledge (see Table 4-7). As in the Year 1 analysis, however,
we did find an association between each of these outcomes and producing a business plan, which
suggests that either developing a business plan helps to improve wider business and personal
development outcomes in a variety of ways, or that those with better skills and higher confidence
were more likely to write a business plan in the first place (the causal relationship is not evident).

As writing a business plan was a requirement of the Start Up Loans application process for the
beneficiary group — and support was provided to facilitate this process — there may be an effect
on confidence through this requirement, though the results are inconclusive. This is most likely
in terms of business confidence where a basic correlation exists between the programme and
business confidence. However, no statistical association could be found on the extent to which
business planning through the programme has affected personal development outcomes when
other factors were included in the analysis.*? In each case, the results proved inconclusive, with
no evidence linking this aspect of Start Up Loans support to these outcomes.

41 For business confidence and personal confidence: 1=Very unconfident, 2=Unconfident, 3=Neither, 4=Confident,
5=Very confident. For skills: 1=Very poor, 2=Quite poor, 3=Neither poor nor good, 4=Quite good, 5=Very good

42 We tested for an interaction effect between producing a business plan as part of the Start Up Loans process, but
found no statistically significant evidence of a link between this and the more general finding that the development of
a business plan was associated with higher business confidence. It is important to note that due to the inclusion of the
business age variable, this analysis excluded businesses that had not yet started. Excluding this variable from the
models, however, does not alter the conclusions presented.
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A range of other factors related to personal development outcomes in the Year 2 analysis were
found (see Table 4-7), as follows:

e There was a negative relationship between the age of the entrepreneur and the likelihood
of reporting high levels of business confidence. As the coefficient on the age squared
variable is negative and (weakly) significant, this relationship is potentially “U” shaped,
suggesting that at the extremes of young and old age, business confidence was higher

e Having previous experience in business was linked to higher levels of business skills and
knowledge, while negatively related to personal confidence

¢ Female entrepreneurs had lower personal confidence

e Receiving non-financial support (external to Start Up Loans) was associated with
reporting higher levels of personal confidence.

For the full econometric results tables, and details of the specification of the econometrics model
that has been used, please see Annex A, and specifically Table A-8.

Table 4-7: Summary of findings of econometric analysis on personal development outcomes

Business confidence Personal confidence
Dependent variable
Independent variables Result Result Result
Start Up Loans <> <> <>

Personal characteristics

Owner age - <> <>
Owner age squared + <> <>
Previous business

experience <> + -
Degree <> <> <>
Female -- <> -
Unemployed (pre-start) <> <> <>

Business characteristics

Business age <> <> <>
Business age squared <> <> <>
Multiple owners <> <> <>

Strategy characteristics

Business plan (at any time)  ++ ++ ++

Non-financial support <> ++
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Independent variables for sector and

geography have not been included in this table for ease of presentation. Unless otherwise stated in the text, these
were not found to be significant.

For the entrepreneurs present for both surveys we also analysed the change in personal
development outcomes from Year 1 to Year 2. As noted above, the descriptive statistics
illustrated that overall, across all three personal development outcomes, average levels have
dropped for both the beneficiary and comparison groups. The econometrics did not, however,
find any statistically significant differences between the beneficiary and comparison groups, i.e.
changes in levels of confidence are similar across both groups. This suggests that the patterns
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observed over time are likely to reflect challenges faced by an entrepreneur as their business
proceeds beyond its first year, or wider changes to the economic context, rather than an effect
of the programme. Personal development outcomes are considered in greater detail in the
following section when analysing programme delivery.
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Section 5: Evidence on programme delivery

Key findings

e The delivery model incorporates four key stages: initial enquiry, pre-application
support, loan assessment and provision, and mentoring. A key area of investigation in
the Year 2 assessment has been the mentoring aspect, and within this there have been
varied approaches and experiences across Delivery Partners.

e The evidence has indicated that whilst the majority of programme beneficiaries have
taken up mentoring, a substantial proportion (around 20%) have not. In addition,
whilst the majority of those taking up mentoring have been satisfied or very satisfied
with the mentor that has been matched with them, again a substantial minority (around
20%) were dissatisfied or very dissatisfied.

e These findings aligned with feedback from Delivery Partners, for instance on challenges
relating to the capacity for mentoring and/or having sufficient mentors that match the
requirements of individual beneficiaries, and also with varying levels of demand for
mentoring amongst beneficiaries.

e Beneficiaries interviewed as part of the case studies have identified some positive
examples of mentoring. Beneficiaries have identified the importance of the skills and
expertise of the mentor and the translation of these to the beneficiary’s business
context, the listening and problem solving of mentors, and the flexibility of mentors as
key features underpinning good mentoring relationships.

e The econometric analysis does not provide statistical evidence that the mentoring
support provided through the programme has had a positive influence on business or
personal development outcomes for those that have taken it up (relative to those that
have not). However, mentoring delivery has varied significantly across Delivery
Partners, and there is a range of factors that drive whether an individual seeks
mentoring assistance. These factors, which can include having less experience or being
in financial distress, can have different implications for expected business and personal
outcomes. Therefore, discerning the effects of mentoring on performance is
challenging, and the absence of a statistical association between mentoring and
business and personal outcomes does not necessarily mean that it has not made a
difference for certain beneficiaries.

e There was a positive association between the number of hours of mentoring and arrears
- those in arrears for 1 month+, 3 months+ and 6 months+ were more likely to have
taken up mentoring for longer (though this did not hold for those in arrears for 12
months+). This may indicate, encouragingly, that those in arrears have sought
mentoring to help solve underlying challenges in their business.

Coverage

This section sets out the findings of the evaluation at this interim stage on programme delivery
issues. The focus here is on the beneficiary group only, and the consideration of the extent to
which different elements of the programme are delivering benefits for its target group. In this
Year 2 report, the focus is particularly on two issues: first, the effects of mentoring support, and
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second on arrears, including the factors that may be influencing the level of arrears experienced
by the survey cohort. Where the focus is on the econometric analysis, the section focuses on
presenting the findings. Details of the technicalities of the specification of the models is discussed
in Annex A. Consistent with the previous section, the analysis combines econometric analysis
with descriptive analysis.

Prior to considering the evidence on the beneficiary cohort, the section provides a re-cap on the
delivery model, and the evidence from the qualitative research on how this may have moved on
over the past year since the year 1 research, drawing particularly on the second wave of the
Delivery Partner survey.

Re-cap on the delivery model

The programme is coordinated and managed centrally by SULCo, and in this role it delivers
functions such as programme management, marketing and PR, centralised engagement with
would-be applicants (e.g. through a central website for new referrals), and programme
monitoring. Delivery of loans and support is contracted to a range of national and local Delivery
Partners, which provide most of the core activities of the customer journey to applicants and
potential applicants.

The customer journey is illustrated in Figure 5-1 below, through four main stages, which are
largely delivered through the network of Delivery Partners. The four stages are as follows:

e First, an initial enquiry is made by potential applicants to engage with the programme
via the central website (managed by SULCo) or directly through a Delivery Partner.

e Second, applicants are offered pre-application support to develop their idea and
business plan.

e Third, applicants submit an application, and if successful are provided with a low-
interest (rate of 6%) business loan. Applications for loans are normally assessed by
Delivery Partners, unless the value requested is over £10,000, in which case SULCo
manages a central assessment process.

e Fourth, all successful applicants are offered mentoring support following loan drawn
down (with mentoring offered to be offered by six weeks following loan draw down).
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Figure 5-1: Overview

of delivery model
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The overall model for the programme has not changed since the Year 1 report, and the above
model should reflect the offer made to the beneficiary cohort (noting that they were drawn from
those drawing down loans between June and December 2014). However, a humber of points are
worth noting from the second wave of the Delivery Partner (DP) survey.

First, most of the DP respondents that had also responded to the survey in Year 1 stated that
their approach to delivering pre-application support had not changed over the last 12 months.
Only two respondents said that delivery had altered with both moving to one-to-one delivery.
One of these two providers had moved from a general group workshop model followed by tailored
individual meetings, to having more one-to-one phone conversations instead. Also, whereas
previously they used a combination of their own staff and paid contractors/agents, they now
solely use their own staff. The second provider previously used a mixture of one-to-one sessions
and group seminars but has now moved to one-to-one meetings in person.

Second, there were also only modest changes in the method of mentoring. Only one DP noted a
change in their delivery method over the last 12 months, with this provider also being one whose
model of delivering pre-application support had changed. Their mentoring has now changed from
face-to-face to phone-based sessions, which may be related to looking to minimise the costs of
delivery.

Third, just under half (nine) of the respondents to the delivery partner survey said they had
faced some capacity issues in delivering mentoring support. The quantity of mentors (i.e.
availability and numbers) seems to have been particularly problematic. For instance, delivery
providers reported difficulties in getting an adequate geographic spread of mentors, finding
mentors with the specialist knowledge requested by beneficiaries, and difficulties in recruiting
volunteers. Three delivery partners also said that they faced challenges with the quality of
mentors alongside the problems around quantity. Again, the concern centred on not being able
to find mentors that could meet the specific needs of their clients.
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The case studies highlighted variations in approaches and experiences of the Delivery Partners
to the delivery of mentoring. For instance, approaches have included: treating mentoring as a
continuation of the pre-application process with the relevant business advisor continuing as the
mentor (subject to the beneficiary wanting to take up mentoring); seeking to recruit and match
mentors from experienced businesspeople to each beneficiary based on various criteria; the use
of group-based mentoring sessions; and combinations of approaches. One provider had tried
multiple approaches, and had encountered challenges, notably in recruiting sufficient mentors
with the right skills and expertise, having sufficient capacity internally to organise group-based
sessions, and due to beneficiaries needing to travel for group-based sessions. In contrast, one
Delivery Partner considered their mentoring delivery approach as a key selling point, and had
been able to attract a large number of mentors covering a wide range of expertise such that
they have been able to match mentors to beneficiaries on a one-to-one basis using matching
software. This success in reach to recruit mentors may be due to having a high degree of
national brand value, and the implementation of good practice on aspects such as setting out
clear guidelines for the relationship. Consultations with a number of beneficiaries supported by
the delivery partner suggested that this approach to the mentor match and delivery was
effective.

Fourth, following the completion of the mentoring support under the SUL programme, Delivery
Partners indicated they provide a range of further follow-on support. Of the 23 respondents to
the survey: 17 indicated that they sign-post beneficiaries to other forms of financial support,
and 18 to other forms of business support; 12 indicated that they provide follow-on finance, with
a number of these Delivery Partners delivering other publicly-funded schemes that beneficiaries
can apply for; and 8 indicated that the provide further mentoring, not funded by the Start Up
Loans programme. This follow-on support may play an important role in supporting the on-going
development of the business supported by beneficiaries, and there was some evidence from the
case-study research that the wider support available outside of the formal programme delivery
model is valued by beneficiaries.

Finally, the Delivery Partner survey highlighted the significant scale of referrals that come into
the customer journey, and the significant levels of ‘drop-outs’ at various stages. Of the 22
Delivery Partners that provided data, half (11) stated they had received over a thousand referrals
for the programme over the past year, with a further nine stating they had received over 500.
However, 18 of the 22 stated that under half of their referrals led to an application (with six of
the 22 identifying that under 10% of referrals resulted in an application); and in turn, of those
individuals that did apply, 18 of the 22 Delivery Partners stated that under half were successful
in their application. Taking a mid-point on the number of referrals and application/success rates
across the 22 Delivery Partners surveyed suggests that an indicative 35,000 referrals would lead
to around 3,250 loans, which represents a conversion ratio of 9%. If one of the Delivery Partners
that indicated a high number of referrals and a particularly high application rate (91-100%) is
excluded, the conversion ratio reduces to 6%.

This conversion rate from initial referral to loan may be expected given the ‘open access’ nature
of the programme (i.e. it is open to anyone across the UK seeking to start a business). Indeed,
interview feedback from SULCo indicates that between four to six ‘serious’ applicants are
required to generate one completed application across the programme. However, the ratio from
application to loan approval is around one in four (25% and 28% excluding and including the
outlier), meaning that a significant amount of resource is expended providing pre-application
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support to individuals that submit applications that are not successful (with a significant
proportion of the payment made to Delivery Partners paid on loan approvals).

Of the 23 Delivery Partners completing the online survey, 15 indicated that the non-lending
finance provided by SULCo did not cover the full cost of delivering the programme, and eight
that it did. The need to provide pre-application support to significant numbers of individuals that
did not secure a loan approval was one of the reasons identified why the finance provided to
deliver the programme did not cover the full cost of delivery. A number of specific examples of
feedback provided for why the finance does not cover the costs are provided below:

“The client group require significant time and hand holding to get them
investment ready.”

“We work with many clients who are looking to apply but not all complete the
process. We work with all applicants on a one to one basis and have several
meetings with each applicant to complete the application process.”

“Because of the level of prescribed activity undertaken in advance of a loan being
drawn; the level of activity dealing with loans that do not get drawn down.”

According to Delivery Partners, the viability of the underpinning business idea (17) and the
viability/realism of cash flow forecasts (10) were the most commonly identified reasons for why
applications were not successful. However, the case study research again highlighted the
different approaches taken by Delivery Partners in the client acquisition process, with
implications for conversion and success rates. The approaches across the six case studies
included: a targeted approach where the Delivery Partner actively went out and sought potential
beneficiaries through local networks (for example links with banks and other business support
providers); drawing clients largely from a complementary programme that supports individuals
to develop an initial business plan; Delivery Partner-led marketing and use of their own website;
and relying principally from referrals from SULCo via the national website. These different
approaches reflect the scale, operational model, and delivery context of the Delivery Partners
engaged in the case study research.

The effects of mentoring support
Mentoring take-up

As described above, the entire beneficiary group was eligible for mentoring support. In the
survey in Year 1, 89% of beneficiaries stated they had been offered mentoring and 10% that
they had not (1% could not recall). A further year on, this finding remained consistent, with
92% of beneficiaries surveyed in Year 2, where the data were available, indicating that they had
been offered mentoring support, and 7% that they had not (1% could not recall). The take-up
rate for those offered mentoring (n=239) was 78%, with 20% rejecting mentoring, and 2%
reporting that they will start mentoring support in the future.

Table 5-1 presents the mentoring take-up rates by: gender, ethnicity, whether the individual

had a degree or not, employment status prior to receiving support and whether or not the
beneficiary had any business experience prior to receiving any support. The data suggest that
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mentoring take-up was consistent amongst all groups, with the exception of business
experience: beneficiaries with no business experience prior to receiving support were more likely
to take-up mentoring support than those who had prior business experience. This result may be
expected, as individuals with business experience may have believed that the mentoring support
would not have added any significant value to their understanding of starting a business, as
compared to those who had no business experience.

The case studies highlighted that take-up of mentoring has varied for a number of different
supply- and demand-side reasons. On the latter, some of the beneficiaries interviewed as part
of the case studies indicated that they saw the mentoring as particularly useful when their
business was in its infancy, and business advisors themselves pointed out that they did not want
to engage with beneficiaries for the sake of doing so. If a beneficiary was not in touch with
them, this was often perceived to be because the business was doing well. However, this
contrasted with some beneficiary feedback, which suggested that they were “too busy” to engage
in mentoring, which may mean that there has been a lack of appreciation of the potential benefits
that could be gained through mentoring. Two of the Delivery Partners involved in the case
studies also indicated that take-up of mentoring was associated with those individuals that have
less experience, either specifically in terms of business or enterprise experience, or more
generally from younger beneficiaries.

On the supply-side, the lack of capacity amongst mentors (as identified earlier) was noted as a
challenge by Delivery Partners and beneficiaries themselves, with the latter indicating that there
was often no flexibility in when mentors could meet with them. In addition, the supply of
mentoring through group-based sessions had resulted in mixed take-up, partly due to the fixed
time/location of the sessions and the time required to organise such sessions.

Table 5-1: Take-up of mentoring by sub-groups

Taken-up Rejected Will start in

mentoring mentoring future
Female (n=95) 80% 17% 3%
Male (n=138) 77% 22% 1%
White (n=186) 78% 20% 1%
Non-white (n=47) 77% 19% 4%
With a degree (n=140) 79% 19% 1%
Without a degree (n=93) 76% 22% 2%
Unemployed pre-support (n=72) 78% 19% 3%
Not unemployed pre-support (n=161) 78% 20% 1%
(B#il%e)ss experience pre-support 23% 26% 1%
(Nno=b1lgssi;\ess experience pre-support 81% 17% 2%

Source: Year 2 survey. Note: numbers may not add to 100 owing to rounding
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The hours of mentoring received by beneficiaries that received mentoring over the past year is
set out in Table 5-243, The data indicate the variation in the volume of mentoring support taken-
up to date, with around 30% receiving up to five hours of mentoring support, 40% receiving
between 6-20 hours, and around 20% receiving over 21 hours of support. Further analysis on
the amount of hours received by different sub groups suggested that there were no major
differences: the hours of mentoring support received were broadly consistent by gender,
ethnicity, whether the individual had a degree or not, employment status prior to receiving
support and whether or not the beneficiary had any business experience prior to receiving any
support.

Table 5-2: Hours of mentoring support received by beneficiaries over the past year (n=142)

Hours of mentoring No of beneficiaries Proportion %
support

Up to 5 hours 41 29%
6-20 hours 59 42%
Over 21 hours 30 21%
Can't recall 12 8%
Total 142 100%

Source: Year 2 survey

There is no prescribed mode of mentoring support, and some Delivery Partners provide a mix of
different modes of support. However, as set out in Table 5-3 below, for those individuals that
have received mentoring support over the past year, the most common form of mentoring
support was face-to-face and one-to-one. This was identified as the principal form of mentoring
by two-thirds of those that have taken up mentoring, with 16% identifying phone as the principal
mode of mentoring support. The mode of support received by the different beneficiary sub-
groups was consistent with the overall results. However, the evidence from the case study
research does indicate that the mode of support is often flexible and ‘demand-led’, involving a
mixture of different modes of support based on what is seen to be most appropriate, practical
and valuable for the beneficiary.

43 The data include only those beneficiaries that received mentoring in the past year (n=142). The data exclude those
beneficiaries that took up mentoring in Year 1 but were no longer receiving mentoring by the point of the Year 2
survey (n=34), those that could not recall if they were still receiving mentoring (n=3), or that indicated in the Year 2
survey they had received zero hours of mentoring over the past year (n=8)
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Table 5-3: Medium of mentoring support over the past year (n=142)
Type of support received No of beneficiaries Proportion %

Mainly face-to-face, and one-to-one 96 68%
Mainly by phone 23 16%
Mainly online 10 7%
Other 5 4%
Mainly face-to-face, and in a group 8 6%
Total 142 100%

Source: Year 2 survey
Perspectives on mentoring

Around two-thirds of beneficiaries that had received mentoring support in the past year
(n=150)* reported that they were ‘very’ or ‘quite’ satisfied that the mentor assigned to them
matched their needs. The most common explanation for this was that the mentor had knowledge
relevant to their market sector (identified by 50 of the beneficiaries receiving mentoring over
the past year). Other common reasons associated with satisfaction with the mentor match were:
that the mentor had skills relevant to the business (identified by 30); the level of experience of
the mentor (identified by 19); and the personality of the mentor (identified by 17). Some of the
positive feedback from beneficiaries through the case studies highlighted similar reasons for
satisfaction, including the mentor match generally, the skills and expertise of the mentor, and
the approach to mentoring (e.g. identifying good practice traits such as “listening and identifying
problems”, and flexibility in when advice was requested and provided).

Around one-fifth of respondents (21%) stated they were either ‘very’ or ‘quite’ dissatisfied with
their mentor match. Two issues were most commonly identified for dissatisfaction: beneficiaries
felt that the mentor did not have knowledge relevant to their market sector and/or that the
mentor did not have skills relevant to their business. As noted above, these issues may link
back to the capacity constraints faced by some Delivery Partners in finding sufficient humbers
of mentors with the right types of skills and expertise. Some similar issues, for instance the lack
of specific sector-based knowledge, were also identified by the case study research.

It is notable that this level of dissatisfaction in the Year 2 survey was higher than the evidence
in Year 1, when just 8% of those that took up mentoring were dissatisfied/very dissatisfied
(n=451) with their mentor match. This may reflect the challenges identified by Delivery Partners
in the recruitment and retention of appropriate mentors over the past year, although it could
also reflect the survey sample in year 2, which included a higher proportion of individuals that
were older, and a higher proportion with higher loan values, where levels of satisfaction with the
mentor match were lower. Indeed, whilst the data must be treated with caution owing to the
modest sample sizes, it is worth noting that 16% of those individuals with a loan over £8k that

44 This data includes the eight beneficiaries that indicated they had received zero hours of mentoring support in the
last year, but had taken-up mentoring/been assigned a mentor.
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received mentoring over the past 12 months stated that they were ‘very dissatisfied’ with their
mentor match, compared to none of those with a loan of under £3k.

When asked about which type of mentor advice beneficiaries found most valuable, the most
common area identified was advice on business strategy, including on scaling-up the business
and market opportunities. Advice on marketing, financial management and general advice (i.e.
providing a 'sounding board' for business decisions) were also commonly identified. However,
it is notable - and consistent with the wider evidence on the flexible and tailored nature of
mentoring support - that the ‘other’ category was the second most common, where the response
provided by the beneficiary did not sit within any of the types of advice set out in the Figure.
Examples of this ‘other’ advice ranged from very specific issues (e.g. ‘graphics design advice’
and ‘contracts and property renting’, to drawing on the broader experience and expertise of the
mentor (e.g. ‘knowledge about the international trade’ and ‘drawing on their experience’). Advice
related to developing confidence and capacity was also a theme across these ‘other’ responses.

Figure 5-2: Areas of mentoring advice that have been most valuable for beneficiaries (n=187)

Advice on business strategy
Other
Advice on marketing

Advice on financial management

General advice, 'sounding board' for
business decisions

Advice on personal development
Providing networks and contacts
Support in accessing external finance

Advice on technology

Advice on communication skills, presenting
etc.

0 10 20 30 40 50

Number of respondents

Source: Year 2 Beneficiary survey

Table 5-4 presents findings from the Year 2 survey on the type of effect that beneficiaries felt
the mentoring has had. Specifically, beneficiaries were asked about the effect of mentoring on
the business, their own business skills and whether the mentoring provided practical advice to
help improve the business. In all three categories, over two-thirds of the respondents stated
they either agreed or strongly agreed with the statement. There was similar consistency amongst
those beneficiaries who disagreed: 17-20% of respondents said they either disagreed or
disagreed strongly with each of the three statements. A small proportion of respondents stated
they neither agreed or disagreed with the statements.

69



Research Report

Table 5-4: Self-reported effects of mentoring support (n=187)

It has had a It has helped you It has provided me
positive effect on personally to with practical advice
your business develop new or to help me improve
improved business my business
skills
Agree 33% 35% 42%
Agree strongly 37% 30% 30%
Disagree 6% 9% 9%
Disagree strongly 11% 11% 10%
Don't know 1% 1% 1%
N_e|ther agree nor 12% 14% 9%
disagree
Total 100% 100% 100%

Source: Year 2 Beneficiary survey
Evidence from the Delivery Partner survey

The Delivery Partner survey provides some notable evidence on mentoring. Roughly a third of
respondents to the delivery partner survey (six) suggested that having a flexible approach to
mentoring was more likely to be successful. They noted that clients were not always interested
in having one-to-one sessions in person: sometimes they preferred to attend workshops, have
the option of using Skype, or approach mentors more informally by telephone or email. They
also implied that simply signposting to existing mentoring provision and/or events can
sometimes be as valuable as the Delivery Partner arranging mentoring programmes themselves.

Six respondents also spoke of the importance of the quality of mentors. Four Delivery Partners
said that they worked with specialists in business mentoring to help provide a quality service.
Others spoke of the wider qualities that effective mentors needed including being “fully engaged”
and being “passionate about the scheme.” Feedback from beneficiaries as part of the case study
research highlighted the flexibility of individual mentors, and also emphasised the quality in
terms of the match of skills and expertise of the mentor to the business.

Delivery Partners were also asked what worked less well with the mentoring provision. Of the
14 that responded to the question, seven said that a major challenge was simply trying to engage
clients in the mentoring process. Some, for example, said that some beneficiaries failed to see
the benefits of mentoring while others would not respond when mentors made contact. One
respondent spoke of how clients would only approach mentors when there was a problem - they
were less interested in maintaining regular contact with them. This feedback aligned with some
evidence from the case studies, where being “too busy” was a reason for some disengagement
in the mentoring process by beneficiaries - which may signal a lack of appreciation of the
potential benefits of this element of the programme. The case studies also provided evidence of
Delivery Partners promoting mentoring support actively, which led to initial take-up, but that
this then dropped-off sharply after the initial mentoring meeting.

Three respondents also spoke of how there were problems finding enough mentors. Amongst

these, specific concerns included mentors not remaining engaged in the programme; and as
noted earlier, finding mentors with the specialist skills and knowledge demanded by some clients.
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Econometric analysis

The findings presented above from the descriptive analysis and qualitative research are, on
balance, positive regarding the effects that mentoring can have on business and personal
development - albeit with some challenges and inconsistencies. The econometric analysis,
however, does not provide statistical evidence at this stage that the mentoring support provided
through the programme has had a positive influence on business or personal development
outcomes. As discussed below, individuals may have sought mentoring for various reasons,
including where they have lower levels of business experience and/or to assist when a business
is facing significant challenges: therefore, discerning effects of mentoring on performance is
challenging.

For business survival, sales change (i.e. if an entrepreneur has grown their business from Year
1 to Year 2) and scale of sales growth (the magnitude of the sales increase achieved those firms
that have reported growth) there was no evidence of any effect of mentoring. For employment
change and scale of employment growth, there was however, some evidence to suggest that
there was a negative relationship between taking up mentoring and hiring more staff; the results
are set out in Table 5-5.

There was some countervailing evidence to suggest that those who use more hours of mentoring
support increase their full time employment base, but this was only weakly statistically
significant (at the 10% level). The mixed nature of these findings is perhaps to be expected.
While mentoring may be beneficial to the performance of businesses run by beneficiaries, the
data also indicate that take-up of mentoring is higher for those individuals with less business
experience, and that this group has sought more mentoring support. Individuals that experience
big challenges in the early stages of the start-up process are also, perhaps, likely to find the
mentoring option attractive. These countervailing effects are difficult to unpick in the
econometric modelling.

It is important to reiterate the samples that were included for each piece of econometric analysis.
For changes in employment and sales, the analysis is based on trading businesses that have
provided two data points, i.e. for 2015 and 2016. On the mentoring variables themselves, it is
important to highlight that any analysis on mentoring hours is limited to individuals that have
received mentoring and provided data, resulting in small sample sizes that should be treated
with caution (from 34 for the absolute logged sales change variable, to 110 for the analysis of
business confidence). For the full econometric results tables, and details of the specification of
the econometrics model that has been used, please see Annex A, and specifically Tables A-13 to
A-16.
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Table 5-5: Summary of findings of econometric analysis of mentoring on employment outcomes
(in each column, the results of the mentoring variables from five different models are presented,
separated by lines - see note beneath the table for further details)

Full-time
Full-time Employment employment
Employment employment change change
change (binary) change (binary) (absolute) (absolute)
SUL mentoring -- - <> <>
SUL mentoring hours <> <> <> +
Any mentoring (including
SUL) <> <> <> <>
SUL mentoring -- - <> <>
Non-SUL mentoring <> <> <> <>
Interaction - SUL and non-
SUL mentoring <> <> <> <>
SUL mentoring -- - <> <>
Non-financial support <> <> - <>

Interaction - SUL
mentoring and non-

financial support <> <> <> <>
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Each column presents the results for

three separate models for each dependent variable. Each model contains a range of additional independent variables
have, but the table focusses on the key mentoring variables of interest for ease of presentation. Unless otherwise
stated in the text, these were not found to be significant.

For personal development outcomes, the analysis suggests that uptake of mentoring was
associated with those entrepreneurs with lower levels of business confidence. There was,
however, no relationship between mentoring and having high or low levels of skills, knowledge,
and personal confidence, or indeed any association with changes in the full suite of personal
development outcomes (see Table 5-6).

For the full econometric results tables, and details of the specification of the econometrics model
that has been used, please see Annex A, and specifically Tables A-17 to A-19.
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Table 5-6: Summary of findings of econometric analysis of mentoring on personal development
outcomes (in each column, the results of the mentoring variables from five different models are
presented, separated by lines - see note beneath the table for further details)

Business confidence Skills Personal confidence
SUL mentoring -- <> <>
SUL mentoring hours <> <> <>
Any mentoring (including
SUL) <> <> <>
SUL mentoring - <> <>
Non-SUL mentoring <> <> <>
Interaction - SUL and non-
SUL mentoring <> <> <>
SUL mentoring - - <>
Non-financial support <> <> +
Interaction - SUL mentoring
and non-financial support <> <> <>
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Each column presents the results for

three separate models for each dependent variable. Each model contains a range of additional independent variables,
but are omitted for ease of presentation. Unless otherwise stated in the text, these were not found to be significant.

These models also included the value of the start up loan as a control variable. For the majority
of the outcome variables the size of the loan received was not significant. However, there were
a small number of exceptions where the loan value was associated with the outcomes of interest,
as follows:

e There was a positive association between loan value and an individual’s assessment of
their business skills and knowledge. This potentially reflects a link between the abilities
of highly skilled entrepreneurs and applications for loans of a higher value (rather than
the higher loan value leading to higher business skills)

e A positive association was also found between absolute (logged) sales change and loan
value. This indicates that entrepreneurs in receipt of larger loans were able to generate
higher rates of sales growth. It is important to note that the sample of firms is limited in
this analysis, as it excludes all businesses with zero or negative changes in their sales?*>.

Arrears
Overview
As noted in section 3, 24% of beneficiaries in the Year 2 survey cohort were in arrears by the

end of March 2016. As set out in Table 5-7, the rate of arrears was consistent by age group and
take-up of mentoring. However, the arrears rate for those beneficiaries in the survey cohort with

45 As noted in section 4, the log transformation made in creating this variable means that all businesses with zero or
negative sales are excluded. This transformation is necessary due to the nature of the variable. Please see the
technical Annex A for more details.
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loans under £3k was lower than for those with higher loan values, consistent with the data on
the evaluation population as a whole discussed in Section 3.

Table 5-7: Rate of arrears by March 2016 by sub-groups of the beneficiary survey cohort

Arrears rate

Overall 24%
Loan value

Up to £3k (n=60) 17%
£3k to £8k (n=162) 23%
Over £8k (n=97) 31%
Age group

18-30 (n=113) 26%
31+ (n=206) 23%

Mentoring take-up
Taken up mentoring (n=180) 25%

Not taken-up mentoring (n=71) 24%
Source: Year 2 survey

Factors affecting arrears

The econometric analysis considered a range of categories of arrears, ranging from 1 month or
more to over 12 months in arrears, to understand the factors that were associated with
defaulting on loan repayments, including an examination of the support options provided within
the Start Up Loans programme. Controlling for a range of factors, the econometric analysis
provides very limited evidence on the factors that have influenced repayment status, as set out
in the table below.

However, there was some evidence that those individuals in arrears spent greater quantities of
time with their mentors, thereby potentially compensating for their financial difficulties in
servicing their loan by investing time in trying to improve their businesses in order to
recommence loan repayments. This is shown in Table 5-8 with the positive and significant
relationship between the duration of SUL mentoring support and being in arrears over a time
horizon of at least 1 month, 3 months and 6 months. This finding was, however, not true for
individuals in the extremes of arrears (12 months plus). Individuals involved in firms with
multiple owners were also more likely to be in arrears in the ‘short-term’ (i.e. one or three
months); this may reflect the different calls on finance for these businesses that may involve
multiple sources of finance from different owners; this effect was not evident for longer-term
arrears.

The analysis includes only those individuals that had received mentoring and provided data on
the number of hours of mentoring received (i.e. those that that did not take up mentoring were
excluded). Analysis was also completed with these mentoring variables excluded (and so
including those that had not taken up mentoring), and the conclusions presented remain
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consistent. For the full econometric results tables, and details of the specification of the
econometrics model that has been used, please see Annex A, and specifically Table A-9.

Table 5-8: Summary of findings of econometric analysis on arrears

Arrears (1 Arrears (3 Arrears (6 Arrears (12
month +) months +) months +) months +)
(N=106) (N=106) (N=106) (N=106)
Owner age <> <> <> <>
Owner age squared <> <> <> <>
Previous business
experience <> <> <> <>
Degree <> <> <> <>
Female <> <> <> <>
Unemployed pre-start <> <> <> <>
Multiple owners + ++ <> <>
SUL mentoring hours + ++ + <>
Note: [++ = positively significant at 5% level; + = positively significant at 10% level; -- = negatively significant at
5% level; - = negatively significant at 10% level; <> = no significant effect]; Other independent variables have not
been included in this table for ease of presentation. Unless otherwise stated in the text, these were not found to be

significant.

The data on the characteristics of those in arrears suggest that there is a link between arrears
and business survival: for those individuals that reported their business was trading, 20% were
in arrears (n=269), compared to 45% of those that reported their business was no longer trading
(n=40). Statistical analysis also finds an association between arrears and whether the business
is no longer trading, including when other individual characteristics are controlled for. This is
perhaps not a surprising finding, and the direction of causality is not entirely clear. It should
also be noted in considering the findings here that there was a modest number of individuals in
the beneficiary group that reported their business was no longer trading (around 40
beneficiaries).

The level of arrears at this stage in the programme was one of the topics covered in the online
Delivery Partner survey: partners were asked if the level of arrears amongst individuals they
had supported was higher or lower than they would have expected at this stage.

Of the 22 respondents to the survey that provided a response, 12 stated that the overall level
of arrears was in line with what was expected, and eight that it was lower than expected (two
did not know, and one stated that the arrears rate was higher than expected). For those that
identified the rate was in line with the expectation, the principal explanation was that Delivery
Partners were aware that business failure rates are expected to be higher for start-ups than for
established businesses, which in turn was assumed to lead to higher levels of arrears than would
be expected for loan products offered to later-stage firms.

For those partners that stated that the level of arrears was lower than anticipated a range of
explanations were provided including: an initial over-estimation of arrears levels, and because
beneficiaries have come from backgrounds where levels of arrears may be higher than average,
and pre-existing knowledge of the high failure rate amongst start-ups. As a result, they expected
the situation to be worse than had been realised in practice.
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These perspectives from Delivery Partners — where most believe that arrears levels are in line
with or better than expected - also likely reflect the more recent experience of the programme,
where levels of arrears are lower in later cohorts of loans than those covered by the evaluation
population. Data provided by the British Business Bank indicate that the overall expected loss
rate of the programme is estimated to be between 50-60% for the financial year 2014/15 which
forms the majority of the loans in the evaluation population, compared to 40-50% for the
2015/16 financial year, following the rationalisation of the number of Delivery Partners.4®

The case studies also suggest that at this stage the factors driving the level of arrears and
repayment is not straightforward. A number of the Delivery Partners involved in the case studies
reported that more intensive pre-application support has helped to minimise levels of arrears,
both by ensuring that the programme only supports those individuals that genuinely require the
loan, and by helping to develop the business plan and improve the viability of the business.
Other Delivery Partners focused on the role of mentoring support in helping to minimise levels
of arrears. However, in line with the findings from the econometrics evidence, there was no
consistent feedback from case studies that take-up of mentoring led to lower (or higher) levels
of arrears. Where this this link was stated, this was based on the stated ‘experience’ of the
Delivery Partners rather than robust ‘evidence’ identifying a causal link. The case studies also
suggest that where the client acquisition process is more targeted, this may help to minimise
levels of arrears, although this targeted approach is not appropriate for all Delivery Partners.

One other point is important: the case study evidence suggested that the move to the loan re-
payment being led by two core Finance Partners, rather than Delivery Partners, has led to a
reduced ability for some Delivery Partners (i.e. those that previously managed their own loan
repayments) to understand the extent to which individuals that they have supported are
successfully re-paying their loans. This was noted to have a particular effect on mentoring
support, as it was seen to prevent the opportunity for mentors to react to non-repayment, for
example, by getting in touch to offer support for those individuals that are not repaying their
loan.

Importance of programme elements

Finally, for this section of the report on programme delivery, the survey sought to identify
evidence from beneficiaries on which element of the programme (i.e. pre-application support,
loan, or mentoring) has been the most important for the development of their business/business
idea.

In the Year 1 report, over half of surveyed beneficiaries stated that the loan had been the most
important element of support, followed by pre-application support, with mentoring the least
commonly cited element. As set out in Table 5-9 below, the loan remained the element of the
programme most commonly cited as the most important, again at around half of respondents.
However, as may be expected given the higher level of take-up and the time that has elapsed

46 The overall expected loss is slightly different to arrears because some repayments will have been made, even for
those that do default at some point in the life of the loan. However, given the link between the level of arrears and
time — with the level of arrears expected to increase over time - this data provides a better estimate of the overall
level of re-payment for the programme in different cohorts than the level of arrears at this stage.
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since the pre-application support, mentoring was now the second most common element cited,
by over a quarter (27%) of surveyed beneficiaries.

Table 5-9: Feedback on the most important element of the programme for the development of
the business, in Year 1 and Year 2

Year 1 survey Year 2 survey (n=330)
(n=959)
Pre-application support and guidance 25% 21%
Financial support 52% 50%
Mentoring 19% 27%
Don't know/ Can't decide 4% 2%

Source: Year 1 and 2 survey

Of course, we know that not all beneficiaries have taken up mentoring. However, if only those
beneficiaries that have taken-up mentoring are included (n=187), the financial support remains
the element of support most commonly identified as the most important, at 45%, with mentoring
at 32%.

Around half of the beneficiaries surveyed in Year 2 did not change their response from Year 1:
104 of the 330 beneficiaries indicated that the financial support was the most important in both
years, with around 30 indicating that pre-application support or mentoring support was the most
important in both years respectively. For those beneficiaries that did change their response (164
of the 330), the most common ‘movements’ of the most important element were from pre-
application support to financial support, and financial support to mentoring, as set out in Figure
5-3 below.

Figure 5-3: Movements from Year 1 to Year 2 in most important elements of the programme

Don't know to pre-app

Don't know to financial support
Element to don't know
Mentoring to pre-app
Mentoring to financial support
Pre-app to mentoring

Pre-app to financial

Financial support to mentoring

Financial support to pre-app

0 10 20 30 40
Number (n=164)

Source: Year 1 and Year 2 survey
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The Year 1 report found that mentoring was seen as relatively more important for the
development of the business/business idea for those individuals with lower value loans,
compared to those with larger loans, and that those with loans over £8k were more likely to
identify the loan as the most important element. This finding holds true in Year 2: as set out
below in Table 5-10, approaching 40% of individuals with loans of up to £3k identified mentoring
as the most important element of support, compared to 27% overall and 21% for those with
loans of Over £8k. By contrast, well over half (56%) of those individuals with a loan Over £8k
identified the financial support as the most important element, compared to 39% for those with
loan Up to £3k. Consistent with Year 1, the proportion of individuals that identified pre-
application support as the most important was consistent across loan values.

Table 5-10: Feedback on the most important element of the programme for the development of
the business, by scale of loan
Pre-application

support and Financial Don't know/

guidance support Mentoring Can't decide

Up to 3k (n=61) 20% 39% 38% 3%
3k to 8k (n=164) 21% 51% 27% 1%
Over 8k (n=98) 19% 56% 21% 3%

Source: Year 2 survey

However, as noted above, the case study research indicates that for some Delivery Partners, the
different stages of the customer journey are regarded as one integrated support mechanism. As
such, identifying which part of the customer journey is ‘most important’ may not reflect fully the
experience of beneficiaries of the support they have experienced. An important component of
this integrated model for a number of the case studies was continuity in the advisor providing
support at both the pre-application and mentoring stage, helping to develop strong relationships
between beneficiaries and advisors, and providing advisors with a well-developed understanding
of the business, and the needs and requirements of the individual. This approach was also seen
to help ensure that the process enables individuals to take a long-term perspective on the
development of their business from an early stage.
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Section 6: Interim assessment of impact and Value
for Money

Key findings

e The estimated net GVA effects to 2017/18 from the beneficiary survey cohort (of 327
individuals) is £3.1m, increasing to £4.6m if the benefits persist for a further two-years
to 2019/20.

e Scaling-up the findings of the beneficiary survey to the evaluation population (of
11,001 individuals) provides an interim estimate of the total net GVA from loans drawn
down in the evaluation period of between £138m and £155m. The range reflects
different approaches to scaling up, with the lower end of the range taking account of
the difference between the arrears rate of the survey sample and evaluation
population. This seeks to adjust for the likely response bias in the survey.

e The self-reported analysis suggests that the value for money of the programme is
reasonable, with positive Benefit Cost Ratios (BCRs), indicating that the net benefits of
the programme at this interim stage are estimated to exceed its costs. The main case
BCR was estimated at around three to one (excluding multiplier effects) for the
evaluation population. The BCR for the Year 2 survey cohort only was also around three
to one, consistent with the findings on the Year 1 research.

e The estimate of the BCR depends on a number of assumptions. These assumptions
included the extent to which effects persist into the future, the inclusion/exclusion of
multiplier effects, the level of additionality of the programme (with varying estimates
from the self-reported and econometric analysis), and the costs of the programme
(with some Delivery Partners indicating that there are additional costs that are not
covered by programme inputs). Therefore, whilst three to one was the main case BCR,
this should be viewed from the perspective that it may be lower or higher. The
sensitivity testing found a range of BCRs, which were between just over two to one to
four to one.

e The BCRs for individuals taking-up mentoring support are less positive (although still
offering reasonable value for money) than those who have not taken-up mentoring.
However, the econometric analysis suggested that mentoring has been used
particularly by individuals that are in financial distress (as indicated by the rate of
arrears), and this point was made by certain Delivery Partners and business advisors.

Coverage

This section provides an interim assessment of the impact and value for money of the
programme. Consistent with the methodology agreed for the evaluation, the interim impact
assessment is based principally on the analysis of ‘self-reported’ evidence, and focuses on the
turnover effects of business started-up/development by beneficiaries, converted to Gross Value
Added (GVA), taking into account deadweight and displacement effects. Based on this evidence,
the section then presents an interim assessment of value for money, comparing the GVA effects
identified to the costs of delivering the programme. The data are presented both for the group
of beneficiaries captured in the Year 2 survey, and scaled-up to the evaluation population (i.e.
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beneficiaries that drew down loans over the November 2013 to December 2014 period),
providing an interim assessment of the total impact and value for money of the programme. A
number of sensitivity tests are presented in this section and the accompanying Annex B, where
key assumptions are varied based on the evidence, including adjusting the assumption for
additionality based on the econometric analysis. The section also provides an analysis of who
appears to be benefiting the most from the programme and benchmarks the programme to
similar programmes elsewhere.

Context and approach

The interim estimate of impact and Value for Money set out in this Year 2 report was estimated
from the evidence provided by the survey of beneficiaries in Year 2. The focus was on the
turnover generated by businesses started-up by individuals supported by the programme,
adjusted from gross to net effects, and converted to Gross Value Added (GVA). The GVA data
are presented both for an initial four-year period (covering up to two completed financial years,
the current financial year, and the next financial year) and for a longer-term projection for a
further two years (with account taken of expected survival rates). The impact period of six years
(2014/15 through to 2019/20) matches the expected timescales over which the loans drawn
down by the beneficiary cohort will be re-paid, and ensures that the value for money analysis is
comparing costs and benefits over a consistent period. Businesses started-up by programme
beneficiaries may of course continue to trade after 2019/20, however, modelling the effects of
this with any certainty is not possible. An overview of the approach is set out in Figure 6-1,
which has informed the scaling-up of the findings to the evaluation population.

Figure 6-1: Approach to the impact and value for money assessment (self-reported data)

Identify gross T/O
achieved & expected

Adjust non-

Adjust gross T/O by deadweight T/O to

respondent-level

for survey sample non-deadweiaht allow for optimism
(n=247 identifying ratios (av. 0 (9512) bias for expected
T/O effects) T effects
£54.3m £30.5m £25.8m
Adjust GVA effects to Adjust non-
account for Convert T/O to GVA deadweight &
discounting & effects (assuming optimism bias T/O for
inflation (2013/14 45% ratio) displacement &
prices) business survival
£4.6m £5.2m £11.6m

Scale up to evaluation population as a whole to provide
estimates of the overall impacts of the programme

Compare to Economic & Exchequer costs to provide Value
for Money estimates
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It is important to note that the impact analysis was focused on the ‘first round’ effects of the
programme i.e. the GVA associated with the loans drawn down in the evaluation period. At this
point it is expected that at least half of this loan value will be recycled (plus interest) to support
further loans; however, this recycling effect has not been captured in the impact assessment
owing to the uncertainty in the actual levels of repayment that will be achieved by the
programme. There have also been important changes in the programme, notably a tightening
of the application assessment including on credit worthiness and the demonstration that other
sources of finance have been considered fully, which mean that the assumptions and analysis
underpinning the evaluation’s impact assessment may not be applicable fully for this later cohort
of beneficiaries.

It is also worth highlighting that the focus of the quantitative impact analysis in this Year 2
Report is on the turnover generated by firms, which has been converted into GVA. The incomes
of beneficiaries (and the comparison group) are being tracked over time, and the intention is
that the Year 3 report will undertake analysis of these data to consider the potential income
effects of the programme, both where businesses have survived (i.e. individuals are drawing an
income from this source), and where business have not survived (i.e. individuals are generating
income from other sources). This analysis should provide some insight into the potential
‘substitution’ effect of the programme in terms of personal incomes (i.e. supported individuals
earning income from their business rather than another employer/other source). However, note
that the evaluators do not propose to gather primary evidence on ‘what else’ beneficiaries would
have done and their expectations on alternative income under this scenario given the high level
of uncertainty on this issue. Further, the analysis on personal income and business outcomes
will not be combined, rather the two approaches will provide different perspectives on the effects
of the programme.

Comparing the self-reported and econometric findings

As noted above, the assessment of value for money is based principally on the self-reported
perspectives of beneficiaries in the Year 2 survey. This approach provides the most appropriate
data on which to base estimates of additionality and net effects amongst the beneficiary group
to inform the agreed value for money model. Importantly, as well as capturing data on whether
businesses would have started-up or developed at all as a result of support from the programme
(*full additionality’), the self-reported approach is also able to capture evidence from beneficiaries
on ‘partial additionality’, that is whether businesses have been started-up and developed sooner,
at a greater scale, or to a higher quality than would have been the case without support from
the programme. The econometric analysis, by contrast, is not able to provide direct insights on
these points.

However, there are inherent limitations in relying on the self-reported data, because of issues
such as attribution bias. Whilst the value for money assessment seeks to account for these,
such as through the use of assumptions for optimism bias, it is useful to consider the extent to
which the self-reported findings are backed up by the econometric analysis. As noted above,
the econometric findings themselves have weaknesses in that they are less able to pick up on
the nuances of additionality such as on how SUL support may bring forward business start up,
or improve business quality, or scale.

With this in mind, Table 6-1 sets out the key findings from the self-reported analysis alongside
the econometric findings. On certain aspects the findings corroborate each other, which helps
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to justify the approach to the value for money. In particular, the econometric analysis is
supportive in that it has found a significant effect of the programme on the start-rate. Moreover,
the econometric analysis has also found that beneficiaries have been more likely to report an
increase in sales between years 1 and 2 than the comparison group firms.

There are inconsistencies in the evidence on the speed of start. However, it is worth noting that
the wider evidence from the evaluation indicates a complicated picture here. For example, whilst
for some individuals, the programme may bring forward businesses, in other cases the
requirements of the pre-application process may mean that individuals spend longer developing
their business plans than would otherwise have been the case. Moreover, individuals may have
had the idea for their business for a long period of time before approaching the SUL programme
(or indeed other forms of private or public support).

Overall, therefore, the direction of change used in the value for money assessment from the
self-reported findings is broadly corroborated by the econometric analysis.

However, in relation to the extent of the effect, there is a difference between the self-reported
additionality on the start rate and the coefficient that is reported by the econometric analysis.
The findings from the former indicate that 35% of beneficiaries that started-up a business
following support would not have started their business at all, whereas the econometric analysis
suggests that there is a 13% increase in the probability of start up. There could be reasons for
this discrepancy related to the differences between the groups that the econometric analysis has
not been able to control for. In this section of the report, the ‘core’ assessment draws on the
35% finding, reflecting the approach taken to use the self-reported findings, with adjustments
made for optimism bias. In Annex B, we include sensitivity analysis, which draws on a reduced
level of full additionality of 13%.

Table 6-1: Comparing the self-reports and econometric findings

Self-reported

Econometrics

Commentary

Start- 359%o of 13%%o increase in the The ‘high’ percentage reported by
rate beneficiaries probability that a SUL self-reported feedback may reflect
reported that their  beneficiary would attribution bias. The percentage
business would not start-up, relative toa from the econometric analysis is a
have gone ahead at SUL non-beneficiary. ‘proxy’ for additionality amongst
all without support It is important to note the beneficiary cohort, as it is
from the that this marginal drawn based on a comparison of
programme impact assumes that the rate of start-up between the
all other factors are two groups. The ‘low’ value may
held constant, while reflect differences between the
we know there are beneficiary and comparison groups
some (unobservable that could not be controlled for in
to the econometric the analysis, for example
model) differences concerning the experience,
between the two attitudes, and capacities of
groups. surveyed individuals and the
contexts in which they were
seeking to start-up a business.
Speed 419%** of No econometric Although a large proportion of
of start  beneficiaries evidence on SUL beneficiaries do report that the

reported that their

support increasing the

start-up of their business was
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businesses would
have started up
anyway, but that it
would have taken
longer without SUL
support

speed of start

brought forward more quickly than
would have happened without SUL
support, no evidence is available on
this from the econometrics.
However, it is worth highlighting
that the picture on this is
complicated. The nature of support
may allow some businesses to start
at a faster rate, while others may
have progressed more slowly with
- potentially — a higher quality
business model thanks to the extra
time spent on business planning.

Sales
change

249% ** of
beneficiaries
reported that their
business would
have started up
anyway, but that it
would have been at
a lower scale
without SUL
support.

For increases in
turnover, it was
reported that 62%
of the benefits that
loan recipients
derived from taking
part in the
programme
(including to sales)
would not have
happened without
the SUL
programme.

The econometric
evidence suggested
that SUL beneficiaries
are more likely to
report a positive
change in sales from
year 1 to year 2
(beneficiaries were
19% more likely to
report an increase in
sales than non-
beneficiaries*).

The models were
unable to find any
statistical significance
on absolute or relative
changes in sales over
time.

It is reassuring that the
econometric evidence does show
that beneficiaries are more likely to
increase their sales than
comparators. It is important to
note that the 24% scale impact and
the 19% increased likelihood of
increasing sales are not comparable
measures.

In terms of the scale of turnover
effects, the absence of an effect in
the econometric analysis may be
due to the early stages of the
businesses. It is important to note
that beneficiaries have forecast
higher increases in turnover than
the comparison group (average
increase of 65% for beneficiaries vs
23% for the comparison group).

Note: * this result is significant at the 10% level. ** The respondents within the 41% and 24% are not necessarily
mutually exclusive - i.e. a respondent may have said that their business would have taken longer and would have been
smaller without SUL support.

Turnover and GVA effects for the beneficiary cohort

Gross turnover effects

The first step in the interim assessment of impact involved establishing the ‘gross’ turnover that
has been achieved to date, and is expected for the current and next financial years, by

businesses started-up or developed by beneficiaries surveyed in Year 2. This analysis included
all firms that had started-up by the time of the survey and provided turnover data, including
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those that subsequently closed*’. With a small number of exceptions these data corresponded
to the 2014/15, 2015/16, 2016/17 (current) and 2017/18 (next) financial years. For the purpose
of the modelling, all turnover data provided by respondents have been allocated to these
financial years.

As set out in Table 6-2, the aggregate ‘gross’ turnover identified by surveyed beneficiaries was
around £54m (i.e. the businesses started/developed by the beneficiaries surveyed in Year 2 are
collectively estimated to generate a total turnover over these four years of £54m). The table
sets out the number of businesses that the data in each year are based on - as expected, the
number increased over time from 2014/15 when only around 30 businesses started-up by
beneficiaries were trading and generating turnover, to approximately 200 businesses in the
subsequent years.

Table 6-2: Aggregate gross turnover from businesses started-up/developed by beneficiaries
(2014/15 to 2017/18)

Aggregate T/O in 2014/15 (£k) (n=33) 2,309
Aggregate T/O in 2015/16 (£k) (n=194) 9,341
Aggregate T/O in 2016/17 (£k) (n=209) 16,698
Aggregate T/O in 2017/18 (k) (n=198) 25,970
Aggregate T/O turnover (£k) 54,318

Source: Year 2 Beneficiary survey

It is worth noting that approaching half (48%) of the aggregate total turnover identified by
beneficiaries in the Year 2 survey was expected for the next financial year (in 2017/18), rather
than generated to date. This is unsurprising given that the firms are continuing to grow and
develop, and is consistent with the data from the Year 1 evaluation, in which future year’s
turnover accounted for around half of the total. However, this does emphasise the on-going
uncertainty associated with estimates of the effects of the programme at this interim point, early
in the development of the businesses.

Net turnover effects

The ‘gross’ turnover identified by beneficiaries surveyed in Year 2 have then been converted to
‘net’ turnover by applying a ratio for deadweight based on the responses by each relevant
respondent to the Year 2 survey.

Across the Year 2 survey the average non-deadweight ratio was 0.62 (i.e. the average
deadweight ratio was 0.38), indicating that just over a third of turnover effects would have
occurred anyway. Put another way, just under two-thirds of turnover effects were additional,
before accounting for displacement effects (and multiplier effects), based on self-reported

47 Note that three individuals have been excluded from the analysis: one that reported total turnover of over £10m,
and two that reported total gross turnover of over £1.5m and changes between last and current financial year of over
1000%, which were judged by the evaluators to be unrealistic. Including these three individuals would skew the
results substantially.

84



Research Report

evidence. This level did not vary by age group, by take-up of mentoring, or by whether an
individual started-up a business following support from the programme or came to the
programme with an existing (early-stage) business. However, as set out below, additionality
was higher for those individuals that secured a loan of over £8k; these findings were consistent
with the results in Year 1.

Table 6-3: Average non-deadweight ratios by loan value and age group of beneficiary (Year 2
survey)

Average non-deadweight ratio

Up to 3k (n=57) 0.59
3k to 8k (n=159) 0.59
Over 8k (n=95) 0.67
18-30 (n=115) 0.62
31+ (n=196) 0.61

Source: Year 2 survey

Applying the respondent-level non-deadweight ratio to each relevant respondent’s gross
turnover data, and aggregating this net data across all relevant respondents, provided a net
turnover effect of £30.5m. This net value is equivalent to 56% of the gross data, slightly lower
than the 0.62 average non-deadweight ratio would suggest; this is owing to a number of
individuals that reported high levels of turnover reporting lower than average non-deadweight.

This ‘net’ aggregate turnover data has then been adjusted for optimism bias to provide a final
estimate of net turnover generated by businesses started-up by beneficiaries surveyed in the
Year 2 survey. An optimism bias of 20% has been applied to the turnover data in the 2016/17
(current) and 2017/18 (next) financial years i.e. turnover that was expected, but not yet actually
generated at the point of the survey.*® The detailed findings of this analysis described above are
set out in the table below. Overall, taking into account deadweight and optimism bias, the net
turnover effects accounted for 47.5% of the gross turnover value, with an aggregate net
turnover contribution estimated at around £26m*°.

48 Guidance on optimism bias is available mainly in the field of regeneration rather than innovation support. Evidence
from the former Regional Development Agencies in England with respect to outputs suggested optimism bias of around
20%; this has been used for the analysis.

49 It is worth highlighting that optimism bias has been applied to the majority of the turnover data at this stage of the
evaluation, because as noted above much of the turnover effect was still subject to forecasts made by beneficiaries.
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Table 6-4: Gross to net turnover effects (2014/15 to 2017/18)

Gross turnover effect (£k) 54,318
Net turnover effect, adjusted for deadweight (£k) 30,550
Net turnover effect, adjusted for deadweight and

o i 25,779
optimism bias (£k)
Net turnover effect, adjusted for deadweight and 47 5%

optimism bias as a proportion of gross turnover effect
Source: Year 2 survey

GVA effects, including accounting for survival and displacement
Adjustment factors

The final step in assessing the impact of the programme using self-reported data was to convert
the turnover data to GVA, using the Value for Money model developed for the evaluation. The
net GVA effects were derived, with the following adjustments made:

e Business survival has been applied based on UK-level data from ONS®°, with the
reported aggregate turnover adjusted by the following business survival rates: 100%
for 2014/15 and 2015/16 (given that all the turnover has been reported as achieved),
74% for 2016/17, 58% for 2017/18, 49% for 2018/19 and 41% for 2019/20.

o Displacement has been applied using ratios based on the findings of the beneficiary
survey. The three ratios were: 63% for new fully additional firms; 58% for new
partially additional firms; and 61% for existing firms®'. An overview of the evidence
on displacement is set out below”?. The survey identified quite high levels of
displacement (over half of net turnover) owing to the largely local/UK markets in
which firms supported by the programme were operating at the time of the survey.
It is worth noting that the findings on displacement in the Year 2 survey suggested a
higher level of displacement than found in Year 1. This reflects perceptions of a more

50 Business Demography (available here
https://www.ons.gov.uk/businessindustryandtrade/business/activitysizeandlocation/bulletins/businessdemography/20
14-11-27 ) Note that to ensure consistency in the analysis the same business survival rates have been assumed in the
Year 2 analysis as were used in the Year 1 analysis.

1 The three categories are based on the information provided in the Year 1 survey on whether the business was
trading prior to approaching Start Up Loans, and in response to the questions on additionality in the Year 1 survey.
Those individuals that indicated they did not have an existing business when approaching the programme and that
identified full non-deadweight are classified as ‘new fully additional’; those individuals that indicated they did not have
an existing business when approaching the programme and indicated partial deadweight are classified as ‘new partially
additional’; those individuals that indicated they came to the programme with an established business are classified as
‘existing firms'.

52 The method used to derive the quantitative estimates of displacement, based on the BEIS/British Business Bank
methodology are provided in the technical annex
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competitive market — which also informs the assessment of displacement. It may also
be owing to individuals being better able to define the spatial footprint of their sales
with a more developed business than was possible in Year 1. It is important to
highlight that this evidence on displacement does not mean that these businesses are
not beneficial. Increased competition amongst firms can be important for driving
productivity; however it is not possible to capture/model this with any accuracy. It is
worth noting that levels of displacement were broadly consistent, at around 60% by
age, loan value, take-up of mentoring and sector.

e Converting turnover data to GVA data using a ratio of 45%, i.e. GVA is assumed
to be 45% of the turnover value - this ratio is based on ONS analysis.>® It was
considered whether a specific ratio for GVA/turnover could be derived from the
beneficiaries through the survey, e.g. by collecting more detailed data on indicators
such as the costs of bought in goods and services. However, it was agreed with the
British Business Bank not to take this route, because it would increase substantially
the time required to complete the survey, adding additional burden to beneficiaries
and risk adversely affecting response rates. Other methods to collect detailed data to
inform a bespoke analysis of GVA at firm level were also considered such as a follow-
up online/e-mail based pro forma that would be completed by respondents, but similar
issues were identified regarding the burden on respondents, and implications for
future waves of the research. There is also the risk that respondents provide
inconsistent data on such metrics, owing to differences in accounting practices.

e Adjusting for inflation in future costs and benefits, and discounted using the
Treasury’s standard 3.5% discount rate.

Evidence on displacement

For a programme like Start Up Loans, displacement occurs when businesses supported/created
by the programme compete for resources/market share with non-assisted businesses. To inform
the scale of this effect, beneficiary survey respondents were asked to identify the location of
their sales, levels of competition in their main markets, and whether competitors would take up
their sales if they ceased trading.

The evidence on the location of sales is set out below. Table 6-5 sets out: (A) the average
proportion of sales reported by respondents (i.e. not taking account of differences in turnover
between respondents); and (B) the proportions based on total current sales (i.e. applying the
proportion in each area, and aggregating the sales data across all respondents). In both cases,
the data suggest that local sales account for well over half of sales, with the rest of the UK
accounting for around a third, and overseas sales around 10%. Care must be taken given the
smaller sample size for this year. However, the data may suggest a modest shift in the sales of
businesses started-up by beneficiaries over the past year: the equivalent data on the average
proportion last year was 70% local, 24% in the rest of the UK, and 6% overseas.

53 http://www.ons.gov.uk/ons/rel/abs/annual-business-survey/median-value-added-per-registered-business--
2013/sty-abs-median-2013.html. The vast majority of firms started-up/developed by beneficiaries remain micro-
businesses (with 0-9 employees). The ratio for micro-businesses of 45% has therefore been used.
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Table 6-5: Proportion of sales in local area, rest of the UK and outside the UK (n=245)

(A) Average proportion (B) Proportion of current
sales

Local 61% 56%
Rest of the UK 32% 33%
Outside the UK 7% 11%

Source: Year 2 Beneficiary survey

Beneficiaries were also asked to comment on the level of competition in their markets (Table 6-
6), and what they think would happen to their sales if they were to close (Table 6-7). The
findings are set out below, with data from both the Year 1 survey and the Year 2 survey. The
data provide some evidence that beneficiary firms perceive a higher level of competition this
year, with levels of very intense/intense competition higher in Year 2, at 52% of beneficiaries in
Year 2, compared to 45% in Year 1 (the change is significant at a 10% level).”* Further, as set
out in Table 6-7, 41% of respondents in the Year 2 survey indicated that all of their sales would
be taken by competitors if they were to close, compared 34% in Year 1, and by contrast 15% of
respondents in Year 2 indicated that none of their sales would be taken by competitors if they
were to close, compared 24% in Year 1 (both statistically significant differences, at the 5%
level)>>,

Table 6-6: Level of competition experienced in markets

Very intense competition 17% 19%
Intense competition 28% 33%
Moderate competition 38% 35%
Weak competition 11% 9%
No competition at all 5% 3%
Don’t know 1% 2%

Source: Year 2 Beneficiary survey

54 Two-sided t-test at 10% significance

55 Two-sided t-test at 5% significance
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Table 6-7: Perception of what proportion of sales would be taken by competitors if the business
was to close

Yes, all of our sales 34% 42%
Yes, some of them 34% 39%
No, no-one would take up our sales 24% 15%
Don’t know 8% 5%

Source: Year 2 Beneficiary survey

As discussed above, this could reflect in part beneficiaries being more realistic regarding their
markets owing to greater experience of actual trading conditions than was the case one year
earlier.

Results

The net GVA data derived by this analysis across the survey cohort is set out below, with a net
GVA effect identified of around £3.3m.

Table 6-8 Net turnover and GVA effects for the previous, current and next financial years -
2014 Survey Cohort

Net turnover effect 25,779
Net additional turnover effect (accounting for survival & displacement) 7,513
Net GVA effect (accounting for inflation & discounted) 3,132

Source: Year 2 Beneficiary survey

The table below sets out the net GVA effects assuming that levels of turnover for firms remains
consistent over the following two-years (to 2019/20) i.e. accounting for persistence effects. Note
that these data include an estimate of business survival based on ONS data, so they take into
account that not all of these firms will survive. The data also assume that the effect of the
programme persists uniformly based on these turnover estimates to 2019/20, and with these
assumptions in place, the net GVA effect of the survey cohort increases to £4.6m.

Table 6-9: Net turnover and GVA effects to 2019/20 - 2014 Survey Cohort

Net turnover effect 48,495
Net additional turnover effect (accounting for survival & displacement) 11,559
Net GVA effect (accounting for inflation & discounted) 4,609

Source: Year 2 Beneficiary survey

The annual estimated GVA effects by year (on which the two tables above are based) are set
out below, including both discounted and undiscounted data.
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Table 6-10: Net GVA by year, undiscounted and discounted (£k) — 2014 Survey Cohort
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Undiscounted -

annual 242 917 976 1,104 912 751
Discounted -

annual 242 917 943 1,031 822 654
Undiscounted -

cumulative 242 1,159 2,135 3,239 4,151 4,901
Discounted -

cumulative 242 1,159 2,102 3,132 3,955 4,609

Source: Year 1 and 2 Beneficiary survey

Scaling-up the findings to the population

The £4.6m net GVA data set out above are based on the findings of the survey cohort, and based
on the 327 loans drawn down by respondents to the survey (excluding the three that have been
excluded from the analysis). Not all the loans drawn down contributed actual GVA. For example,
some individuals have yet to start a business, and some individuals reported that the business
did not have a full financial year of trading; however, we would also expect this to be the case
on the evaluation population as a whole.

Scaling-up the findings of the beneficiary survey (£4.6m GVA from 327 loans) therefore provides
an interim estimate of the total net GVA from loans drawn down in the evaluation period (11,001
loans) of around £155m.

The £155m estimate assumes that the experience of the survey cohort in terms of business
performance and survival is consistent with the wider evaluation population. However, the
econometric analysis indicates that there is an association between arrears and business
survival, and the survey sample had a lower proportion of individuals in arrears in March 2016
(24%) than the evaluation population as a whole (44%) - which may reflect response bias
amongst the survey group. The scaling-up may therefore be over-estimating the effects of the
programme in the evaluation population as a whole, where the arrears data suggest that
business survival may have been lower. Table 6-11 therefore sets out the scaling-up of the
results from the survey to the evaluation population, adjusting for the higher rate of individuals
in arrears in the evaluation population by applying the GVA per loan value for those individuals
that were in arrears from the survey sample to the evaluation population in arrears.

This revised approach to scaling-up provides an adjusted GVA estimate for the evaluation
population of £138m, 11% lower than the unadjusted estimate of £155m.
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Table 6-11: Scaling-up to the evaluation population adjusted by arrears rate

Data point Value

Average GVA per loan - NOT in arrears (A) £14.4k
Average GVA per loan - in arrears (B) £10.3k
Evaluation population — loans NOT in arears (C) 6,124

Evaluation population - loans NOT in arears (D) 4,877

Estimated GVA effect — NOT in arrears (A*C) £88.2m
Estimated GVA effect - in arrears (B*D) £50.0m
Total GVA effects £138.2m

Source: Year 2 Beneficiary survey

Interim estimates of Value for Money
Approach

As noted in Section 2, a value for money model has been developed for the evaluation. The
model includes estimates of the total costs of the programme for the full beneficiary survey
cohort, including lending and non-lending costs. The model also includes benefits expressed in
terms of net Gross Added Value (GVA) based on turnover effects, based on the analysis described
above. These data are then compared through Benefit Cost Ratios (BCR) — a BCR of more than
1.0 indicates that the benefits of the programme are greater than the costs. Summary Net
Present Values are also presented. As noted in Section 2, the Value for Money model has drawn
on the self-reported evidence from the beneficiary survey.

Estimating costs

The costs in the model are expressed in terms of both Exchequer Costs (the costs to government
of the programme) and Economic Costs (including opportunity costs and accounting for finance
additionality); in both cases, the costs cover the period 2014/15 to 2019/20 and have been
adjusted for inflation®® and discounted.

Exchequer Costs

The Exchequer Costs include lending costs, covering the value of the loans provided to
individuals. The model assumes a re-payment rate on the initial loan value of 50% (i.e. of the
£2.3m lent to the beneficiaries that responded to the Year 2 survey, £1.15m is estimated to be
re-paid) by 2019/20. This cost is offset by the inclusion in the model of interest repayments,
assumed at 6% of the annual outstanding balance (non-defaulted debt, with 6% the interest
rate charged under the programme) at the start of each year for Exchequer Costs. >’

56 Using 2013/14 prices and deflator factors.
57 Note that the Exchequer Costs are marginally higher than the Economic Costs because the full loan value is included
in the Exchequer Costs as a cost in the first year of the evaluation (as this loan value has been ‘spent’ by the public
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Non-lending costs, covering the costs associated with the delivery of the programme, including
the pre-application support, mentoring support and administration, are also included. A non-
lending cost per loan of £1,612 has been assumed for each loan based on data provided by
SULCo in Year 1 of the evaluation. Note that these data have not been revised in Year 2, and
the model assumes that all of the costs for the delivery of the programme were included in this
average and that the non-lending costs occurred in the first year of the modelling period
(2014/15).

Economic Costs

The Economic Costs also include the non-lending costs and the lending costs (again assuming a
50% default rate, and offset by interest re-payments). The lending costs have been adjusted to
take into account finance additionality, estimated at 74%, based on the Year 1 survey evidence.
Finance additionality is an estimate of the proportion of the finance secured by beneficiaries from
the programme (i.e. the loan value) that would not have been provided without the programme;
the 74% level was the estimate used in the Year 1 evaluation taking into account evidence from
the beneficiary groups surveyed in Year 1 including whether they applied for bank/mainstream
finance, and for those that did not why this was the case>®.

Economic Costs also include the public sector opportunity cost, assumed at 3.5% of the balance
outstanding at the end of each year.

Estimated costs

The discounted Exchequer Costs and Economic Costs over the modelling period for the Year 2
beneficiary survey group are set out below. As noted above, for the Exchequer Costs, the full
value of the loan expenditure is counted in 2014/15, when the loans were drawn down by
beneficiaries covered in the Year 2 survey, with the loan value then re-covered over time via re-
payments, plus interest payments. For Economic Costs, the costs are spread across the
modelling period, with the public sector opportunity cost from the outstanding balance and costs
of default captured across the period. As noted above, non-lending costs are assumed to fall in
the first year of the modelling period (2014/15) for both Exchequer and Economic Costs.

Table 6-12: Estimated Exchequer and Economic Costs - annual and cumulative (survey
population)
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20

Exchequer Costs

— annual 2,576 -381 -300 -248 -156 115

Economic Costs —

640 215 194 165 106 80
annual

sector — even though it is expected to be re-paid). This cost is covered in the Economic Costs on an annual basis, with
the annual lending cost (taking into account re-payment and interest payments), adjusted for finance additionality.

58 For further details regarding finance additionality see p53-54 in the Year 1 evaluation report here: http://british-
business-bank.co.uk/research/6827-2/
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Exchequer Costs

_ arrultive 2,576 2,195 1,895 1,646 1,490 1,375

Economic Costs —

. 640 855 1,049 1,214 1,320 1,400
cumulative

Findings for the survey cohort

BCRs for Exchequer Costs and Economic Costs for the beneficiary survey sample are set out in
Table 6-13 below. The data have been presented with separate BCRs excluding and including
multiplier effects.

Multipliers quantify the further economic activity stimulated by the direct benefits of an
intervention. They take two principal forms: an income (“induced”) multiplier which is associated
with additional income to those associated with the intervention and a supply (“indirect”)
multiplier, associated with local supplier purchases. These factors can be combined into a
composite multiplier. The metrics used for the multipliers of firms started by Start Up Loans
beneficiaries would ideally be based on detailed primary evidence on the location of purchases
of supported firms, and the location and nature of expenditure of staff in supported firms.
However, it was agreed with the BBB that it was not feasible to include this level of detail in the
survey, in particular given the additional burden this would place on survey respondents, with a
risk to the response and attrition rates, and potential for inconsistent approaches in how
respondents answer the relevant questions. The analysis has therefore used a composite
multiplier of 1.25 based on the mean value for sub-regional multipliers for business development
and competitiveness interventions set out in Government research on additionality.>® The sub-
regional metric has been used to reflect the largely local markets within which firms started-
up/developed by individuals supported by the programme are currently operating (as set out in
the findings on displacement above).

As set out in the table, the BCRs are positive in all cases (i.e. over 1), indicating that the net
benefits of the programme at this interim stage for the survey cohort are estimated to exceed
the costs, both excluding and including multiplier effects. The BCRs are in the range of three or
four to one, suggesting positive value for money.

Table 6-13: Benefit cost ratios — Survey Cohort

Exchequer Costs Economic Costs

Total costs (£k) 1,375 1,400
Benefits - excluding multiplier (£k) 4,227

Benefits - including multiplier (£k) 5,284

BCR - excluding multiplier 3.1 3.0

59 BIS, Research to improve the assessment of additionality, 2009
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BCR - including multiplier 3.8 3.8
NPV - excluding multiplier (£k) 2,852 2,826
NPV - including multiplier (£k) 3,908 3,883

BCRs by age group, loan size and mentoring take-up are set out below, based on Economic
Costs. The BCRs are consistent with the overall findings in terms of age, although higher for
individuals with loan values over £8k relative to smaller loan values. The data also indicate that
the BCR for individuals that have not taken-up mentoring is higher than those that have taken-
up mentoring. This finding needs to be seen in the context of the discussion in Section 5
regarding the effects of mentoring, with the evidence indicating that those taking-up mentoring
have less business experience, and the relationship between take-up of mentoring and financial
distress.

Table 6-14: Benefit cost ratios by survey cohort groups (Economic Costs)
BCR - excluding multiplier BCR - including multiplier

Aged 18-30 3.0 3.8
Aged 31+ 2.9 3.6
Value - <£3k 2.4 3.1
Value - £3k-8k 2.4 3.0
Value - >£8k 3.5 4.4
Mentoring taken-up 2.8 3.5
Mentoring not taken-up 4.3 5.3

Scaling-up the findings to the population

The BCR data set out above cover the beneficiary survey cohort specifically. Consistent with the
approach to the impact assessment, the findings from the survey cohort have been scaled-up to
the evaluation population as a whole (that is, the 11,001 loans that were drawn down over the
November 2013 to December 2014 period).

Total costs for the evaluation population have been estimated using consistent assumptions on
non-lending delivery costs, and expected re-payment rates. The total loan value from the
evaluation population is £69.5m, which translates into Exchequer and Economic costs over the
time period of the value for money model of around £44-45m. Set against the arrears-adjusted
impact of £138m, this provides BCR ratios for the evaluation population of just over three to
one.

Table 6-15: Benefit cost ratios for the evaluation population
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Exchequer Costs Economic Costs

Total estimated evaluation population cost £43.8m £44.6m
Total estimated evaluation population £138.2m

benefit (including adjusting for arrears) '

BCR 3.2 3.1

Note that the scaling-up assumes a consistent level of re-payment for the evaluation population
(50%) as used in the analysis for the survey cohort. Sensitivity analysis on a higher (60%) and
lower (40%) default rate are set out below.

Table 6-16: Sensitivity analysis on default rate (BCR for Economic Costs) for the evaluation
population
Sensitivity case (a): Main case BCR (default Sensitivity case (b):
default rate at 60% rate at 50%) default rate at 40%

Further sensitivity analysis

The impact and value for money assessment is based on self-reported data from beneficiaries,
with a number of assumptions applied to the data, as set out in the narrative above. Two key
assumptions have been varied to provide a further indication of the levels of sensitivity of the
results to these assumptions: the years of persistence included in the model, and the level of
optimism bias applied to the turnover data for the current and next financial years. This
sensitivity analysis has been undertaken on the Year 2 beneficiary survey group given its greater
internal validity (compared to the scaled up estimates of the BCR that are presented for the
evaluation population as a whole). Annex B provides two additional sensitivity analyses,
adjusting benefits based on the econometric analysis, and costs based on the findings from the
Delivery Partner survey.

Persistence of turnover effects

As discussed above, the main case GVA data also assumed two years of persistence in turnover
effects for businesses, or put another way that following the next financial year, for those
businesses that are estimated to survive in each year their turnover is counted for a further two
years to 2019/20. The table below sets out BCRs using Economic Costs and taking into account
no persistence (i.e. data to 2017/18 only) through to two years of persistence in turnover effects
(i.e. data to 2019/20). These data highlight the reliance in the aggregate findings on expected
future turnover benefits, with a BCR of around 2:1 (excluding multipliers) if data for the last,
current, and next financial years only are taken into account (and no persistence is assumed),
compared to 3:1 if two years of persistence to 2019/20 is assumed.
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Table 6-17: Sensitivity analysis on BCRs by persistence (based on Economic Costs) — Survey
Cohort

BCR - excluding BCR - including
multiplier multiplier

To 2017/18 (i.e. zero persistence) ©° 2.1 2.6
To 2018/19 (i.e. 1 years of persistence) 2.6 3.2
To 2019/20 (i.e. 2 years of persistence) 3.0 3.8

Optimism bias

As discussed above, optimism bias of 20% has been applied to turnover that beneficiaries have
forecast to be delivered in the 2016/17 (current) and 2017/18 (next) financial years. This
represents turnover that was expected, but has not yet actually been generated at the point of
the survey (with the optimism bias also therefore flowing through into the data for 2018/19 and
2019/20 in the value for money model).

The table below sets out the BCRs for three scenarios: increasing the optimism bias to 30%, the
current ‘main case’ (20%), and the application of optimism bias (using 20% as per the main
case) to future years only (2017-18 through to 2019/20 i.e. not applying any adjustment for
optimism bias to the data reported for the current financial year).

60 This means that the four years of turnover identified in the survey (2014/15, 2015/16, 2016/17, and 2017/18) are
included in the analysis, but no estimated turnover in later years following this period.
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Table 6-18: Sensitivity analysis on BCRs by optimism bias (based on Economic Costs) - Survey
Cohort

BCR - excluding BCR - including
multiplier multiplier

Optimism bias at 30% 2.7 3.4

Optimism bias at 20% (main case) 3.0 3.8

Optimism bias on future years only 3.2 4.0
Commentary

Consistent with the findings set out in the Year 1 report, the findings on value for money are
positive, suggesting that (based on the self-reported evidence) the programme will generate a
benefit in terms of GVA effects that outweighs the costs of delivery. Indeed, the findings from
Year 2 are similar to the earlier findings, with a BCR based on Exchequer Costs excluding
multipliers of 3.1, compared to 2.9 in Year 1. This is consistent with the similar evidence across
both years of the evaluation on self-reported additionality — as set out in Section 4. At this
interim stage, the findings also continue to draw on estimated future, rather than realised,
turnover effects. However, sensitivity analysis indicates that even where no future effects are
identified, or where higher levels of optimism bias are applied to estimated future turnover
effects, the value for money of the programme remains positive.

The findings related to the lower BCR for those individuals that have taken-up mentoring should
not be taken to suggest that the mentoring support has not provided benefits. Four points are
important here. First, as noted above, the econometric analysis suggested that mentoring has
been used particularly by individuals that are in financial distress (as suggested by the level of
arrears), and this point has also been made by certain Delivery Partners and business advisors.
Mentoring take-up has also been higher amongst those with no previous business experience,
which may be expected to perform ‘less well’ in terms of early stage growth and performance
than those with previous business experience. Second, it remains early days for the mentoring
to impact on business performance, and a notable proportion (over a quarter) of individuals
surveyed were still receiving mentoring support at the time of the survey (40 of the 150 that
reported receiving mentoring over the past year). Third, the value for money analysis is based
on the performance of businesses started by individuals in terms of achieved and anticipated
sales; it does not take into account the wider potential effects of mentoring on long-term
prospects for growth and survival, or the skills and wider personal development of the
entrepreneur. Fourth, the relationship between mentoring and business survival at this stage is
indicative, given the low overall rate of business failure. If this changes over time (and potentially
those individuals that have received mentoring support continue to trade), this will impact on
the value for money findings.

Finally, the online survey of Delivery Partners indicated that the costs of delivering the
programme are not met in full by the non-loan finance provided to them by the programme,
with 15 of the 23 Delivery Partners identifying a shortfall, which in some cases was identified as
being over £500 per loan. This is consistent with the evidence set out in the year 1 report. The
value for money model assumes a cost per loan for delivery (covering pre-application support,
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mentoring, and administration) of around £1,600 based on information provided by the BBB,
but the actual costs of delivering each loan may be higher than this suggests.

It is not possible to provide a comprehensive quantitative assessment of the ‘true’ costs of
delivery as not all Delivery Partners responded to the survey, including some major Delivery
Partners, and the delivery model varies considerably across the programme. Further, some
Delivery Partners deliver pre-application and mentoring support that is more cost intensive than
others, and involving a much more enhanced offering, because that fits in with their wider
activity. This additional activity is not something prescribed or required by the programme.
Therefore, there is not a clear-cut case for including these additional costs in the main case value
for money analysis, as these costs may be delivering against a broader or different set of
outcomes to the programme. However, a sensitivity analysis has been undertaken adjusting
the non-lending costs by approximately £170 per loan based on the findings of the Delivery
Partner survey is set out in Annex B. This analysis suggests that the (downward) effect of this
issue on the overall value for money of the programme is modest.

Distribution of benefits and characteristics
Distribution of net turnover effects

The analysis above has focused on the data from the beneficiary survey cohort as a whole.
However, the benefits of the programme are not evenly distributed across the beneficiary cohort,
as is expected with a programme supporting start-up businesses, which can be expected to
experience different levels of growth and performance. The Year 1 Report found that the 20%
of beneficiaries with the highest net turnover effects at that point accounted for 79% of the total
net turnover across the beneficiaries that had started-up a business and reported turnover data.
These findings suggested that the programme aligned very closely to the 80/20 Pareto principle
(i.e. that around 80% of the effects will be generated by 20% of the beneficiaries).

The data from Year 2 indicated that this overall trend remained consistent, but that there has
been some movement towards a slightly less skewed distribution of benefits. The Year 2 data
indicated that the 20% of beneficiaries with the highest net turnover effects accounted for 70%
of the net turnover effects.®® The distribution of net turnover effects is set out in Figure 6-1.
This trend towards a less skewed distribution of turnover effects is likely to reflect that a lower
proportion of businesses were generating no or very low levels of turnover in the Year 2 survey
compared to the Year 1 survey.

61 This data again excludes the three individuals referenced in Footnote 47. If they are included, the proportion of
benefits accounted by the top 20% increases to 72%.
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Figure 6-2: Distribution of net turnover effects
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Who is benefiting most?

As set out in Section 1, one of the objectives of the evaluation is to test whether there are
particular characteristics associated with those individuals that benefit the most from the
programme. To provide an indication of ‘who is benefiting most’ for the Year 2 Report®?, two
different perspectives are provided. First, Table 6-19 sets out the average net turnover
generated up to and including the current financial year by the businesses started-up by
individuals across a range of characteristics: this provides an indication of how the absolute
effect to date varies by individual characteristics. Second, to reflect the fact that the value of the
loan has varied substantially, Table 6-20 sets out the ratio between the aggregate loan value
and net turnover generated up to and including the current financial year for different sub-groups
of the beneficiary survey cohort. This provides an indication of the relative effects of the loan for
the individuals, reflecting that even where the aggregate benefit is lower, this may be significant
relative to the scale of the support that was received.®?

The data indicate that although in absolute terms higher net turnover is associated with larger
loans (over £8k), when the scale of the loan is taken into account those with the lower loan
values actually benefit slightly more in relative terms, with a ratio of 8.3 of net turnover to loan

62 The Year 1 report compared the characteristics of the ‘top 20%’ with the ‘other 80%’. However, owing to the
modest sample size of the ‘top 20%’ (involving under 50 individuals), this analysis has not been repeated for the Year
2 evaluation

63 Note that this provides a different perspective than the overall assessment of value for money: it does not include
accounting for displacement (which does not impact directly on the beneficiary), does not take into account repayment
levels, does not include the costs of the delivery of the non-lending elements of the customer journey; and includes
turnover generated to the current financial year only, not including forecasts for the next financial year given the
uncertainty associated with these forecasts.

99



Research Report

value, compared to 7.3 for those with loans of over £8k. However, both the absolute and relative
approaches indicate that benefits in terms of turnover effects are more pronounced for those
individuals supported by a CDFI and that have not taken-up mentoring; this last finding needs
to be seen in light of the evidence above that those individuals may have sought mentoring for
various reasons, including where they have lower levels of business experience and/or to assist
when a business is facing significant challenges.

Table 6-19: Ratio between net turnover and loan value by sub-groups

Average net turnover
generated to date (£k)

Number of observations

Aged 18-30 52.1 87
Aged 31+ 62.4 150
Value - <£3k* 17.9 40
Value - £3k-8k 40.6 113
Value - >£8k 96.6 83
Mentoring taken-up 49.5 144
Mentoring not taken-up 77.1 53
Degree educated 58.2 152
Not degree educated 59.2 91
Female 52.5 88
Male 62.0 155
Non-white 48.0 47
White 61.1 196

Source: Year 2 survey * Data excludes one individual with a loan of £2,000 with net turnover of over £550k. Including
this individual increases the average net turnover to £31.6k
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Table 6-20: Ratio between net turnover and loan value by personal characteristics
Aggregate net Aggregate loan Ratio of
turnover (£k) value aggregate net

turnover to loan

value

Aged 18-30 4,540 516 8.8
Aged 31+ 9,359 1,332 7.0
Value - <£3k* 716 86 8.3
Value - £3k-8k 4,586 664 6.9
Value - >£8k 8,017 1,096 7.3
Mentoring taken-up 7,132 1,027 6.9
Mentoring not taken-up 4,088 428 9.5
CFDI 6,419 716 9.0
Non-CDFI 7,267 1,102 6.6
Degree educated 8,849 1,177 7.5
Not degree educated 5,386 660 8.2
Female 4,622 660 7.0
Male 9,613 1,177 8.2
Non-white 2,257 293 7.7
White 11,978 1,544 7.8

Source: Year 2 survey * Data exclude one individual with a loan of £2,000 with net turnover of over £550k.
Including this individual increases the ratio of net turnover to loan value to 14.7 (when included this one individual
accounts for over 40% of all net turnover for the Under £3k group)

The analysis in Year 1 identified an initial hypothesis that it was the experience and track-record
of the individual that determines ‘success’, rather than the nature of the business itself. For
instance, in Year 1 it was suggested that those who ‘benefit most’ (in terms of net turnover
effects in their business) were more likely to have had previous experience of self-employment
and/or enterprise activity, but the sector of the business made less difference. The Year 2 data
indicated that this trend has held for absolute benefits for those with previous experience of self-
employment. However, when the scale of the loan is taken into account, those that were
unemployed at the time of application appeared to have benefited the most to date (relative to
the loan value). It is also notable that the Year 2 data indicated that individuals with businesses
in SIC Codes A-F, including manufacturing industries, and SIC Codes G-I, including wholesale,
retail and accommodation/food services industries, have benefited the most in terms of net
turnover in both absolute and relative terms.
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Table 6-21: Ratio between net turnover and loan value by business characteristics

Average net turnover Ratio of turnover to loan
value

Previous business experience (n=87) 61.7 7.3
No previous business experience

(n=156) 56.9 8.0
Self-employed at application (n=81) 69.1 8.0
Employed at application (FT+PT) 61.0 6.8
(n=76)

Unemployed at application (n=70) 49.1 8.5
A-F: Prlmz.:\ry / production / 74.8 9.1
construction (n=43)

SIC G-I Wholgsale/ retail / transport / 672 8.2
accommodation (n=75)

SIC J-N: Business / professional / 518 29

scientific services (n=80)

SIC O-U: Public administration /
education / health / arts / other 40.0 6.2
services (n=46)

As noted in Year 1, these data should not be taken too far, given they are based on self-reported
data, and focus only on net turnover benefits at this interim stage; they do not capture the
potential wider effects the programme on individual outcomes. There are also no simple policy
responses or implications from the data, given the objectives of the programme to support all
individuals across characteristics and sectors that make a sound case for support. This said, two
key points emerge from the analysis.

First, an assessment of ‘who is benefiting most’ in terms of personal characteristics is highly
dependent on whether the scale of the loan provided by the programme is taken into account.
Notably, whilst those individuals with the largest loans appear to have benefited the most in
terms of absolute turnover, this does not hold when the scale of loan is taken into account -
indeed, those with the lowest loan values (of under £3k) appear to have benefited more relative
to the scale of the finance provided. This is important given that the programme does not
explicitly seek to support only high growth businesses. The level of growth ambition across
beneficiaries may be something that could be considered in the future.

Second, the data suggest that business sector may be more of a factor in who is benefiting most
from the programme than was found to be the case in Year 1. Manufacturing firms and those in
retail/wholesale and accommodation/food appear to have experienced ‘better’ turnover effects
to date in both relative and absolute terms when looking within the beneficiary cohort only. As
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set out in Section 4, there is some corroborating evidence on business sectors, with individuals
with businesses in the wholesale, retail, transport and accommodation sectors being more likely
to increase employment. The findings from the beneficiary cohort may reflect in part timescales
with, for example, retail, accommodation and food businesses able to reach the market and grow
more quickly.

Benchmarking the programme

As set out in the Introduction to this report, one of the objectives of the evaluation was to
compare, where possible, the value for money of the programme with evidence on similar
programmes elsewhere in the UK, and more widely. Considerable care is heeded in making these
comparisons, given that the nature and contexts of the interventions may differ, and that the
robustness and methodological approaches that have been taken may also differ.

A desk-based review was undertaken by the evaluation team to identify potential comparator
interventions, or previous research relevant to the programme. One intervention was identified
with direct relevance to the programme: the Microenterprise Loan Fund Scheme in the Republic
of Ireland, established in 2010, that provides loans to newly established or growing micro
enterprises at a level similar to the Start Up Loans programme, alongside pre-application and
mentoring support. Previous research on public funding for Community Development Finance
Institutions was also identified. The findings from the benchmarking analysis are set out below.

No formal evaluation evidence is available on the Microenterprise Loan Fund Scheme in the
Republic of Ireland. However, the data do suggest that the relationship between the loan support
and business survival at this stage is broadly similar to the Start Up Loans programme. The
evidence on CDFI lending to businesses also suggests that the value for money of the Start Up
Loans programme (at around three or four to one) is broadly consistent with this earlier evidence
on CDFIs. The benchmarking will be updated in the third year of the evaluation, including
drawing on any more recent robust evaluation evidence available at the time.
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Table 6-22: Benchmarking

Overview of the intervention /
coverage Intervention / research

Evidence relevant to the Start Up Loans
programme

Microenterprise Loan Fund Scheme

A scheme established in 2012 to provide
loans to newly established or growing
micro enterprises across all industry
sectors of between €2,000 and €25,000
that do not meet the conventional risk
criteria applied by the banks

The programme also includes support by
local enterprise agencies with their
application, relevant business training and
both pre and post loan mentoring
assistance

Total approved loan value of €15.7m, from
1,062 loans, with an average loan value of
€15k; slightly higher than the SUL
programme over the long-term®*

No robust evaluation evidence is yet
available on impact in terms of sales or
Gross Value Added, or value for money
Evidence on the effects of the programme
include: 2,322 net jobs supported; and
business failure rate of 8.5% (94 businesses
failing of the 1,062 supported); slightly
more positive than the evidence on the SUL
programme to date, although this may in
part reflect different
trading/market/economic contexts between
the UK and Ireland

Source: Microfinance Ireland: Microenterprise
Loan Fund Scheme for the period, 1st October
2012 to 30th September 2016°%°

Evaluation of Community
Development Finance Institutions

Community Development Finance
Institutions (CDFIs) are specialist
enterprises, often operating on a not-for-
profit basis, which deliver finance and
other support services to enterprises and
individuals.

An evaluation of the support provided by
CDFIs was competed on behalf of UK
Government on the enterprise financing
element of the work of CDFIs.

Research estimated the public cost per unit
of net economic impact delivered by the
CDFI sector at local and regional level as an
estimate of value for money.

Report concluded GVA created of £3.57 per
pound of public investment in lending by
CDFI to all market segments; within the
same range as the evidence in the SUL
programme

This value for money reduced £1.82 for
lending to micro-enterprises; below the
evidence on the SUL programme for an
equivalent cohort

Source: Evaluation of Community Development
Finance Institutions, Final Report

64 Assuming the long-run Sterling/Euro conversion rate

65 http://www.microfinanceireland.ie/microfinance-ireland-progress-report-g3-2016/
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Section 7: Conclusions and implications

This final section of the report summarises the main results of the evaluation at this Year 2
stage. In doing so, we set out a reminder of the headline findings and the emerging implications
that the British Business Bank may wish to consider as it continues its oversight of the Start Up
Loans programme. The conclusions and implications cover the key areas that have formed the
focus of the year two work, namely programme effectiveness, value for money and programme
delivery (in particular mentoring and loan arrears).

Programme effectiveness

The Year 2 evaluation has re-affirmed the headline finding from the Year 1 report that the
programme has had a significant and positive effect on the start-up rate of its beneficiaries,
relative to the comparison group. More businesses have started up than would have been the
case if the programme had not been delivered, resulting in an increase in the number of business
starts across the UK.

A year on from the original research, a high majority (around 85%) of individuals in the
beneficiary and comparison groups were still involved with the business that they had been
seeking to start/develop. On this measure there was no significant difference between the two
groups. Business survival rates were also consistent between the two-groups; it remains too
soon to tell whether the programme has had a positive (or negative) effect on the business
survival rate.

However, alongside the findings on the start-up rate, the analysis has found some emerging
evidence that the programme has had a positive effect on business outcomes. The businesses
started/developed by the beneficiary group generally remain small (with 1.2 employees on
average — excluding the owner — and average turnover of £100k in 2016), and smaller than the
comparison group (with 3.7 employees on average - excluding the owner - and average
turnover of £160k in 2016). In the econometric analysis, a positive and significant effect of the
programme was found on whether a business had increased its sales from last year to the current
year, and whether a business had increased its employment from last year to the current year
(both for total employment and full-time employment). Put another way, the businesses started-
up or developed by individuals supported by the programme were more likely to have reported
an increase in their sales or employment than the comparison group of start-ups that were not
supported by the programme.

It is important to note that these effects on business outcomes were restricted to whether a
business had grown its sales or employment (that is a binary ‘yes’ or ‘no’), and not that the
actual scale of growth was more pronounced for the beneficiary cohort. This may be owing to
the early stages of development of these companies, and may also be driven by the fact that a
significant proportion of turnover growth is forecast for future years, rather than realised to date.

The econometric analysis also suggested that there was a link between the programme and
innovation, with those individuals in the beneficiary group more likely to have introduced new
innovations to the market than those in the comparison group. Whilst this may appear to be a
positive message for the programme, the causality is unclear; it may be that the programme
has attracted individuals that are more likely to engage in innovation, rather than it is the
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programme itself driving innovation (which was not observable in the econometric analysis). It
will be useful to gather further evidence on this issue as the evaluation progresses.

There was no evidence from the econometric analysis of a link between the programme and
levels of, or changes in, wider personal development outcomes, such as business confidence,
skills or personal confidence. The overall results on business and personal confidence remained
high, although there was a reduction in the average scores on self-assessment in these areas
between the Year 1 and Year 2 survey. This was true for both beneficiary and comparison
groups, and may reflect challenges faced by entrepreneurs as their businesses progress or wider
changes to the economic context.

Alongside the findings from the econometric analysis, and consistent with the encouraging
messages, the analysis of ‘self-reported’ data suggested that the programme has brought about
its intended outcomes and that some of these would not have occurred otherwise.

Over one-third (35%) of individuals surveyed in Year 2 that had started-up a business following
the programme support indicated they would not have started their business at all without
support from the programme, with only 14% indicating that their business would have started
at the same speed, scale and quality without support. Timing effects were also common, with
41% of individuals surveyed in Year 2 that had started-up a business following the programme
support indicating the business would have started at a later date.

Overall across the beneficiary survey cohort (including both those individuals that started-up
after the programme support and those that came to the programme with an established
business), the average non-deadweight ratio estimated from respondents was 0.62 (i.e. the
average deadweight ratio was 0.38). Put another way, the self-reported analysis suggests that
nearly two-thirds (62%) of turnover effects would not have happened without the programme,
before accounting for displacement effects and multiplier effects.

Feedback from the beneficiary cohort suggested higher levels of displacement were evident in
Year 2 compared to Year 1, that is where businesses started-up by programme beneficiaries
take market share from non-supported firms in the wider economy. This change is owing to a
perception amongst respondents that they were now operating under more competitive market
conditions than when surveyed in early/mid-2015, and that their market share was more likely
to be taken by competitors should they close. It may also reflect in part that individuals were
better able to understand their markets one year on.

Value for money

The value for money was estimated to be positive, with a Benefit Cost Ratio estimated at around
three to one (consistent with the findings in Year 1), excluding multiplier effects. The Benefit
Cost Ratio was sensitive to a number of assumptions in the value for money model, including
factors such as the length of persistence of effects, the level of additionality (affected by whether
the assumptions draw more heavily on the self-reported or econometric analysis), the inclusion
or exclusion of multiplier effects, and the costs of Delivery Partner inputs. Various sensitivity
analyses have been undertaken, which found that around the main case Benefit Cost Ratio of
three to one, there is a wider possible range between two and four to one.
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Scaling-up the results from those beneficiaries surveyed to the overall population of individuals
supported over the evaluation period, and making some assumptions on how long the benefits
will last (with the modelling period covering the two years to 2019/20), provided an estimated
net Gross Value Added (GVA) contribution of around £150m (again sensitive to particular
assumptions used). Notably, the evidence on self-reported additionality and value for money
was consistent in Year 2 to the findings from Year 1.

Programme delivery

The analysis for the Year 2 evaluation in terms of programme delivery was focused particularly
on the potential effects of mentoring and the rate of arrears.

The evaluation suggested that the mentoring take-up rate was approaching 80%, with around
20% of those offered mentoring not taking it up. In addition, whilst the majority of those taking
up mentoring have been satisfied or very satisfied with the mentor that has been matched with
them, again a notable minority (around 20%) were dissatisfied or very dissatisfied. These
findings aligned with feedback from Delivery Partners, for instance on challenges relating to the
capacity for mentoring and/or having sufficient mentors that match the requirements of
individual beneficiaries, and also with varying demand for mentoring amongst beneficiaries.

There have been positive examples on mentoring from beneficiaries interviewed as part of the
case studies. Beneficiaries have identified the importance of the skills and expertise of the
mentor and the translation of these to the beneficiary business’s context. Beneficiaries also
highlighted the listening and problem solving of mentors, and their flexibility, as key features
underpinning good mentoring relationships.

The econometric analysis did not provide statistical evidence that the mentoring support
provided through the programme has had a positive influence on business or personal
development outcomes. However, mentoring delivery has varied significantly across Delivery
Partners, and there is a range of factors that drive whether an individual seeks mentoring
assistance. These factors can have different implications for expected business and personal
outcomes. For example, evidence from the case studies indicated that those with more business
experience were less likely to take up mentoring and, as described below, those receiving more
mentoring hours were more likely to be in arrears. Therefore, discerning the effects of mentoring
on performance is challenging, and the absence of a statistical association between mentoring
and business and personal outcomes does not necessarily mean that it has not made a difference
for certain beneficiaries.

There was a positive association between the number of hours of mentoring and arrears.
Separate analyses were undertaken on the association between different lengths of arrears and
mentoring. Those in arrears for 1 month+, 3 months+ and 6 months+ were more likely to have
taken up mentoring for longer (though this did not hold for those in arrears for 12 months+).
This may indicate, encouragingly, that those in arrears have sought mentoring to help solve
underlying challenges in their business and/or in how they can repay the loan.

The wider evidence on arrears was limited at the stage of the Year 2 analysis. The survey cohort

has a lower level of arrears than the evaluation population as a whole, at 24% by March 2016
compared to an average across the evaluation population of 44%, and for the June-December
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2014 period (from which the survey sample was drawn) of 39%. This reflected both the timing
of the draw-down of the loan amongst the survey cohort (which was focused on the end of the
evaluation period, with rates of arrears increasing over time), and response bias (i.e. those
individuals in arrears were less likely to have responded to the survey). This said, the evidence
does point to a relationship between the level of arrears and business survival, with those
individuals with businesses still trading less likely to be in arrears; this is what would be
expected, and the direction of causality is not clear.

Individuals involved in firms with multiple owners were also more likely to be in arrears in the
‘short-term’ (i.e. one or three months); this may reflect the different calls on finance for these
businesses that may involve multiple sources of finance from different owners; this effect was
not evident for longer-term arrears. Further analysis of the factors impacting on the level of
arrears amongst the beneficiary survey cohort will be an important focus for the evaluation going
forward.

Taken together, the findings on programme delivery highlight the variation in the delivery and
take-up of certain programme components, most notably evident in relation to mentoring.
Whilst variation can be useful, in particular if it addresses different types of demand or leads to
innovative practice (for example where mentoring assists small businesses that are in distress),
it is apparent that there are some inconsistencies in the delivery of mentoring. Whilst take-up
and satisfaction with the mentor match and nature of support once taken up are both relatively
high the evidence from the evaluation highlights further room for improvement. The key barriers
to bringing about greater consistency in mentoring were reported to be around the capacity of
mentors (in terms of the number available and their breadth of skills), and in highlighting the
potential benefits to some loan recipients. Sharing of mentoring resources, and the provision of
good practice guidelines on mentoring approaches and relationships may both be useful in
helping to address inconsistencies.
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Annex A: Econometric tables and technical annex

The econometric approach

This technical annex describes the steps taken to obtain the econometric results presented in
the body of the report, as well as the full tables of results presented later in this annex. Several
steps require technical clarification, including a description of how the variables have been
derived, and explanations of how selection bias has been addressed (using a Heckman sample
selection model), the steps we have taken to develop the model specification in light of data
constraints (primarily related to sample size), and the range of sensitivity checks that have been
applied to corroborate the findings.

The decision to adopt the Heckman sample selection model was taken in the earlier design of
the study through a separately prepared Methodology Paper. It was decided that this approach
to the econometric analysis was desirable, because it explicitly seeks to address the issue of
‘selection bias’ - namely the possibility of detecting positive (or negative) effects associated with
the programme that stem not from Start Up Loans itself but through selection (discussed in
more detail later in this Annex) - and in a way that takes account of unobservable factors.
Selection bias may mean that positive effects are simply due to selection into the programme,
e.g. the programme supporting those individuals with ‘better’ business ideas or with other
characteristics that make them more likely to start, survive and grow their business. Other
approaches, such as propensity score matching (PSM), could have been deployed, which would
seek to account for selection issues. However, in the case of PSM, this only does so through
observable co-variates. As there are likely to be unobservable characteristics that may play a
role in self-selection, the Heckman sample selection model was preferred.

Developing the data
For the Year 2 analysis, two years of survey data were available to develop a range of outcome
and explanatory variables. The full set of variables with descriptions of their construction are

presented in Table A-1 below.

Table A-1: Summary of variable descriptions

VELEDIE Description Code
Outcome/dependent variables

Start-rate A binary variable that indicates if a business has 1=has started
already recorded an income or an expense. O=has not

This variable excludes all beneficiaries that had already
started prior to approaching Start Up Loans.

Speed (continuous) The speed with which a business starts-up, defined as
the time taken between the date the business idea was
conceived and the date the first income or expense
was recorded, measured in years.

Survival (binary) A binary variable that indicates if a firm has started 1=has survived
and is still trading, or otherwise, O=has not
This variable excludes all businesses that have not
started up.

Sales change (binary) A binary variable that indicates whether a firm has 1=has increased
reported an increase in sales from last year to the sales
current year. O=has not

Sales change (absolute, logged) A variable that measures the value of the change in

sales from last year to the current year.
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Due to the log transformation of this variable, all
businesses with zero or negative changes in sales are
excluded from the analysis. The interpretation of this
variable is, thus, with reference only to businesses that
have reported sales growth.

Profit (binary)

A binary variable that indicates whether a firm has
reported a profit in the Year 2 survey.

1=is profitable
0=is not

Profit (absolute, logged)

A variable that measures the value of profit reported in
the year 2 survey.

Due to the log transformation of this variable, all
businesses with zero or negative levels of profit are
excluded from the analysis. The interpretation of this
variable is, thus, with reference only to businesses that
are profitable.

Employment change (binary)

A binary variable that indicates whether a firm has
reported an increase in employment from last year to
the current year.

1=has increased
employment
O=has not

Employment change (absolute)

A variable that measures the value of the change in
employment from last year to the current year.

Full-time employment change
(binary)

A binary variable that indicates whether a firm has
reported an increase in full-time employment from last
year to the current year.

1=has increased
full-time
employment
O=has not

Full-time employment change
(absolute)

A variable that measures the value of the change in
full-time employment from last year to the current
year.

Innovate A binary variable that indicates whether a firm has 1=has introduced a

reported introducing a ‘new to the market’ innovation. new to the market
innovation
O=has not

Export (>0%) A binary variable that indicates whether a business 1=has exported
derives any of its sales from overseas O=has not

Export (>10%) A binary variable that indicates whether a business 1=has exported
derives more than 10% of its sales from overseas O=has not

Export (>25%) A binary variable that indicates whether a business 1=has exported
derives more than 25% of its sales from overseas O=has not

Business confidence A binary variable that indicates whether the owner 1=is confident
reports a score of 4 or 5 (out of 5) on the question: O=is not
“how confident would you say you ... [in] ... running
and managing a business”

Skills A binary variable that indicates whether the owner 1=has good
reports a score of 4 or 5 (out of 5) on the question: business skills and
“how would you rate your overall business skills and knowledge
knowledge?” 0=does not

Personal confidence A binary variable that indicates whether the owner 1=is confident
reports a score of 4 or 5 (out of 5) on the question: O=is not

“how confident would you say you ... [in] ... your
personal confidence in things you do outside of
business”

Change in business confidence

A binary variable that indicates whether an owner
reported an increased score for the business
confidence question from the Year 1 to the Year 2
survey.

1=increased score
O=unchanged or
decreased score

Change in skills

A binary variable that indicates whether an owner
reported an increased score for the skills question from
the Year 1 to the Year 2 survey.

1=increased score
O=unchanged or
decreased score

Change in personal confidence

A binary variable that indicates whether an owner
reported an increased score for the personal confidence
question from the Year 1 to the Year 2 survey.

1=increased score
O=unchanged or
decreased score

Arrears (1 month +)

A binary variable that indicates whether the owner is in
arrears, defined as having missed 1 month of
payments

1=is in arrears
0=is not

Arrears (3 month +)

A binary variable that indicates whether the owner is in
arrears, defined as having missed 3 months of
payments

1=isin arrears
O=is not

Arrears (6 month +)

A binary variable that indicates whether the owner is in
arrears, defined as having missed 6 months of
payments

1=isin arrears
O=is not
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Arrears (12 month +)

A binary variable that indicates whether the owner is in
arrears, defined as having missed 12 months of

1=is in arrears
O=is not

payments
Explanatory/independent variables

Start Up Loans

A binary variable that indicates whether an individual
has benefited from the SUL programme

1=beneficiary of
SUL
0=non-beneficiary

Owner age

Age of the owner in years

Owner age squared

Age of the owner in years squared

Previous business experience

A binary variable that indicates whether an owner has
previous experience in business

1=has previous
business experience

O=has none
Degree A binary variable that indicates whether an owner has 1=holds a degree
holds a degree-level qualification 0=does not
Female A binary variable that indicates the gender of the 1=female
owner O=male
Unemployed pre-start A binary variable that indicates whether an owner has 1=was unemployed
was unemployed prior to starting the business O=was not
Multiple owners A binary variable that indicates whether the owner is 1=has business
involved in the business with other partners partners

O=sole trade

Region (dummy)

A dummy variable that indicates the geographical
residence of the owner across 5 broad regions:
0=South (the baseline)

1=London

2=North

3=Midlands

4=Celtic

Sector (dummy)

A dummy variable that indicates the sector the
business is active in across 4 broad categories:
0=SIC A-F: “primary/production/construction” (the
baseline)

1=SIC G-I:
“wholesale/retail/transport/accommodation”

2=SIC J-N: “business/professional/scientific services”
3=SIC O-U: “public administration/education/health”

Sales in 2015

The value of sales the last financial year (2015).

Business age

The age of the business in years

Business age squared

The age of the business in years squared

Business plan (pre-start)

A binary variable that indicates whether a business
plan was written prior to starting up

1=was written pre-
start

O=was not
Business plan prepared A binary variable that indicates whether a business 1=has been written
plan was written at any time O=has not

External finance

A binary variable that indicates whether a business has
received any non-SUL external finance

1=has received
external finance
O=has not

Non-financial support

A binary variable that indicates whether a business has
received any non-SUL non-financial (business) support

1=has received non-
financial support

O=has not

SUL mentoring A binary variable that indicates whether a beneficiary 1=has received SUL
has received Start Up Loans mentoring mentoring
0=has not

SUL mentoring hours

The number of hours of Start Up Loans mentoring
received

Any mentoring (including SUL)

A binary variable that indicates whether a business has
received any form of mentoring (including through
Start Up Loans)

1=has received any
mentoring
O=has not

Non-SUL mentoring

A binary variable that indicates whether a business has
received non-SUL mentoring

1=has received non-
SUL mentoring
O=has not

Other activities

A binary variable that indicates whether an owner is
involved in other activities, such as another business or
in education

1=involved in other
activities
0=is not
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Competition A binary variable that indicates whether an owner 1=highly
perceives their sector of operation as highly competitive
competitive 0=not highly

competitive

Inverse Mills ratio The Heckman variable derived from the first stage
equation.

As two different surveys were available to draw data from, decisions had to be made on which
to use for the development of different variables. Where possible, every attempt was made to
keep the variables consistent. For questions on sales and employment, for example, each survey
collected data on the company’s performance in the ‘last’, ‘current’” and ‘next’ financial years.
The last of these was a projection, and the ‘current’ year’s sales was also a semi-projection
depending on how far through the financial year the company was. Thus, there is an element of
cross-over between the two sources of data - ‘current’ sales in the Year 1 survey, ought to
correspond to ‘last’ year’s sales in the Year 2 survey. Initially, the preferred option would be to
exploit the two sources of data and compute changes between the two surveys. However, as the
comparison group was boosted for this year’s analysis, this approach would exclude a number
of entrepreneurs’ businesses from the analysis of this outcome. In addition, there was a relatively
poor level of correlation between sales figures reported in the Year 1 and Year 2 surveys, where
they should be similar, which may be partly due to the fact that ‘current’ sales still involve an
element of forecasting and the differences in the timing of financial years. The adopted approach,
as presented in the report’s results, was to use last and current performance from the Year 2
survey to mitigate these issues. For changes in business confidence, skills and personal
confidence, the variables measure the change in scores between the two surveys.

Table A-2 presents a full set of descriptive statistics for all the outcome and explanatory
variables, split by the beneficiary and comparison groups.

Table A-2: Summary of descriptive statistics

Outcome/dependent variables N Mean SD Min Max N Mean SD Min Max

Beneficiary group Comparison group

Start-rate | 233 0.98 0.15 0 1| 281 0.85 0.36 0 1

Speed (continuous) 280 0.36 0.85 0 6.75 156 0.51 1.86 0 14.50

Survival (binary) 321 0.87 0.34 0 1| 250 0.90 0.30 0 1

Sales change (binary) 171 0.63 0.48 0 1 132 0.48 0.50 0 1

Sales change (absolute, logged) 108 10.22 1.55 4.61 14.08 64 10.02 1.95 4.94 13.96

Profit (binary) 241 0.41 0.49 0 1 173 0.65 0.48 0 1

Profit (absolute, logged) 74 9,925 12,501 100 57,000 83 55,010 192,994 6 1,250,000

Employment change (binary) 220 0.13 0.34 0 1 159 0.08 0.27 0 1
Employment change (absolute) 220 0.02 1.12 -11 4 159 0.06 1.51 -8 14
Full-time employment change (binary) 219 0.09 0.29 0 1 159 0.05 0.22 0 1
Full-time employment change (absolute) | 219 0.07 0.60 -2 5| 159 0.14 1.21 -2 14
Innovate 251 0.21 0.41 0 1 201 0.16 0.37 0 1

Export (>0%) 225 0.29 0.46 0 1 183 0.26 0.44 0 1

Export (>10%) 225 0.13 0.34 0 1 183 0.16 0.37 0 1
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Export (>25%)

Business confidence

Skills

Personal confidence

Change in business confidence
Change in skills

Change in personal confidence
Arrears (1 month +)

Arrears (3 month +)

Arrears (6 month +)

Arrears (12 month +)

Explanatory/independent variables

225

329

329

329

324

305

305

305

0.09
0.84
0.62

0.88

0.15
0.24
0.16

0.12

Mean

Beneficiary group

0.29
0.37
0.49

0.33

0.36
0.43
0.37

0.33

SD

Min

Max

183

313

313

312

185

185

183

0.14
0.77
0.60
0.83

0.16

Mean

0.42

0.49

0.37

Start Up Loans
Owner age

Owner age squared
Previous business experience
Degree

Female

Unemployed pre-start
Multiple owners
Region: South
Region: London
Region: North
Region: Midlands
Region: Celtic

Sector: SIC A-F:
“primary/production/construction”

Sector: SIC G-I
“wholesale/retail/transport/accommodation”
Sector: SIC J-N
“business/professional/scientific services”
Sector: SIC O-U: “public
administration/education/health”

Sales in 2015

Business age

Business age squared
Business plan (pre-start)
Business plan prepared
External finance
Non-financial support
SUL mentoring

SUL mentoring hours
Any mentoring (including SUL)
Non-SUL mentoring
Other activities

Competition

113

329

317

317

323

317

320

324

315

315

329

329

329

212

316

315

322

327

251

115

264

327

282

234

1.00
37.57
1,536

0.33

0.29
0.26
0.22

0.23

0.23
0.14
0.18
0.29
0.32
0.21
52,582
2.17
5.00
0.59
1.00

0.39

0.73
14.27
0.78
0.16

0.37

0.00
11.20
936

0.47

0.46
0.44
0.42

0.42

0.42
0.35
0.39
0.45
0.47
0.41

141,980
0.55
2.86
0.49
0.06

0.49

14.74
0.42
0.37

0.48

19

361

0

0.42

0.17

73

5,329

1,900,000
4.42

19.51

313

312

312

286

281

271

290

313

313

313

304

304

304

304

150

232

232

180

212

266

313

313

260

186

0
42.79
1,990

0.35

0.19
0.41
0.25

0.13

0.37

0.30

122,693

2.23

6.09

0.45

0.80

0.25

0.13

0.13

0.47

SD Min
Comparison group
0 0
12.65 17
1,125 289
0.48 0
0.48 0
0.48 0
0.39 0
0.49 0
0.43 0
0.33 0
0.33 0
0.30 0
0.49 0
0.34 0
0.40 0
0.48 0
0.46 0
313,120 0
1.05  0.17
5.13  0.03
0.50 0
0.40 0
0.43 0
0.50 0
0 0
0.33 0
0.33 0
0.50 0
0.50 0

0.45

76

5,776

2,500,000
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Dealing with selection bias — the Heckman approach

A key conceptual issue in the analysis is the possibility of detecting positive (or negative) effects
associated with the programme that stem not from Start Up Loans itself, but through selection.
Because the essence of the programme is a loan (secured after an application) to start-
up/develop a business, then lending may potentially be orientated more towards those
individuals with ‘better’ business ideas and/or with a better understanding of the sources of
finance available to them, and/or with a greater tendency to draw on external support. As a
result these individuals’ businesses may be more likely to survive, grow and be profitable in
order to provide greater assurance of repayment of the loan. That is, self-selection into the
programme may mean that we could observe a statistically significant difference between the
beneficiary and control groups in terms of their businesses performance that is independent of
the programme, but rather due to the characteristics of each group.

To deal with this potential issue, a Heckman two-step sample selection model has been specified.
The first stage estimated the probability of an individual being supported by Start Up Loans using
a probit model. The dependent variable indicates if an individual is in the beneficiary group or
the comparison group, and the model controls for a number of explanatory variables that would
be observable at the point of application, including the age of the owner, whether they had
previous experience in business, held a degree-equivalent qualification, their gender, their
employment status prior to starting-up, their region of residence, and the sector of their
proposed business.

An important step in this first stage equation was to specify a unique selection variable. This
needs to be correlated with becoming a programme beneficiary, but uncorrelated with the
outcome of interest. Several options were trialled using the information available in the survey,
including the desire of the individual to be their own boss, and their perception of the UK as a
viable place to become an entrepreneur.

The results of the first stage equation suggest a positive association between a range of
characteristics, including having previous business experience and being unemployed at the
point of application, with becoming a SUL beneficiary (see Table A-5). A negative association
was evidenced between being a SUL beneficiary and an applicant’s business involving multiple
owners. Of the unique selection variables, the former - the desire of the individual to be their
own boss - proved to be the strongest instrument. It was the only variable that was significant
in the selection model, but it also had the most significant impact on model fit, and was, as such,
used in the final analysis. An inverse Mills ratio was computed from the first stage of the model,
and is used as an input into the second stage equation as a variable to control for selection.

The second stage of the two step Heckman model explains scheme effects, using a range of
explanatory variables, including the SUL programme - discussed in the next sub-section.

Model specification and sensitivity checks
The specification of the econometric models was based on variables that relate the
entrepreneur’s personal characteristics, business characteristics, and a range of strategic

variables. An important challenge for the Year 2 report was to balance the need for a robust
model specification for each outcome variable with issues related to the size of samples achieved.
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See Table A-2 above for a summary of the observations available for each outcome variable. As
this does not take into account missing observations in explanatory variables, these figures
represent the maximum sample sizes available for each outcome.

This meant that the choice of explanatory variables included in each model needed careful
consideration. This was achieved by specifying, first, a ‘core’ model with a key set of explanatory
variables, and supplementing this core model with a range of additional variables. See Table A-
3 for the variables available, based on the survey data.

Table A-3: Summary of the ‘core’ explanatory variables

Thematic Core variables Additional variables
categor
Personal e Age of owner (and age- e Ethnicity
characteristics squared)
e Gender
e Geographic residence (dummy
variables)

e Whether they had previously
owned a business
e Whether they were
economically active prior to
starting their business
e Degree educated
Business e Age of the business (and age-
characteristics squared)
e Whether the business has
multiple owners
e Sector of operation (dummy

variables)
e Salesin Year 1 (scaling
variable)
Strategy e Whether the firmisa Start Up e Levels of business investment
characteristics Loans beneficiary e External finance (non-Start Up
e Whether the business had a Loans)
business plan (with variations e Non-financial support (non-
related to the timing of its Start Up Loans)

creation), either:
o Business plan (pre-
start)
o Business plan prepared

SUL mentoring

SUL mentoring hours

Any mentoring (including SUL)
Non-SUL mentoring

A range of interaction
variables on the above
additional strategy
characteristics

e Competition in the market

e Engaged in other activities

For each outcome variable we iteratively added the ‘additional variables’, and based on their
significance and impact on model fit, we selected the best performing model specifications for
the final results, as presented in the main body of the report. Where several/combinations of
these additional variables proved significant, all were included. Other variables, such as
competition in the market (Competition) and an owner being engaged in other activities (Other

115



Research Report

activities) were not significant in any specifications and did not feature in the final models
presented in the report. Detailed results tables reflecting this iterative process were provided to
the British Business Bank.

As part of this process, some variables were removed from the analysis altogether, and other
variables that were used last in the Year 1 analysis have had to be substituted. On the former,
data on ethnicity were tested in the model specification and dropped from the analysis for two
reasons. First, the variable had a number of missing observations which severely constrained
the sample size. Second, we were only able to make a very crude distinction between ethnicities
(white and non-white). This was due to differences between the data sources used to develop
this variable. Moreover, the variable was largely insignificant in the modelling and added little to
the model fit. On the latter, compared with the Year 1 analysis, we substituted the variable on
‘levels of business investment’ (which had been used as a variable to control for the scale of
each business) for a variable measuring the ‘level of sales’ in the preceding year. This was due
to the variable on investment being broadly defined (it included all forms of business expenditure
in addition to business investment) and challenging to interpret as a result, in particular as the
businesses under consideration mature. Other options were trialled, including numbers of staff,
however the levels of sales proved to be the best performing and so was used as a variable to
control for the size of the company.

Once the final model specifications were decided upon, a suite of sensitivity checks were applied
to test how robust the results were to the inclusion/exclusion of different sets of outliers and
different cuts of the data. As start-ups are very diverse, it is not always clear which data are of
poor quality, and so this process allowed for the testing of different criteria in order to see how
the results were impacted. As the descriptive statistics showed, one firm was not even an SME,
with 300 employees, making it important to check how sensitive the analysis was to the
inclusion/exclusion of such businesses. The criteria used are outlined in Table A-4 below.

Table A-4: Summary of the criterion used for the sensitivity analysis

Criteria Description

Bespoke A bespoke criterion based on individual entrepreneurs with minor
data inconsistencies (not considered sufficient to exclude from the
main analysis)

Toddlers Excluding all businesses trading for less than one year

Survivors Excluding all businesses that had ceased trading (or those that did
not feature in both surveys)

Sales outliers Two exclusion criterion based on 1%/99% and 5%/95% confidence
intervals (all extreme outliers excluded)

Employment outliers Two exclusion criterion based on 1%/99% and 5%/95% confidence

intervals (all extreme outliers excluded)
Sales and employment A combination of the two above

outliers
Business age Due to the way in which the business age variable is derived
inconsistencies (based on two dates, the point in time when either an income or an

expenditure is recorded for the first time), two exclusion criterion
are applied, one if a business has not recorded both an income and
an expenditure, and another if there is a gap larger than 1 year
between recording an income and expenditure for the first time.
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The sensitivity checks broadly demonstrated that the key results were robust to the presence of
outliers, though a few points are noteworthy on this testing. For the sales change outcome (i.e.
whether or not a firm increased its sales from Year 1 to Year 2), excluding young enterprises
strengthened the findings, while excluding firms with more extreme changes in sales and
employment weakened the strength of the findings, in some cases pushing the level of
significance outside the 10% range (i.e. it became statistically significant). Similar results were
evident for changes in full-time employment (i.e. whether or not a firm increased its full-time
employment from Year 1 to Year 2). However, as we were analysing start-ups, it is important to
note that these enterprises with large changes in sales and employment were viewed as
important parts of the mix of firms and warranted inclusion in the analysis. For sales change and
full-time employment change, the important thing to note is that there was evidence of an impact
of the programme on the performance of the ‘average’ majority of firms, albeit weak, but that
once the high (and low) performers were included, the confidence in the impact of the
programme was strengthened. In other words, firms supported by the programme were more
likely to be highly successful (in terms of their propensity to report increases in sales and
employment) and less likely to perform badly. It is important to iterate that the outcome
variables for sales and employment indicated whether or not a firm increased their sales or
employment, and did not refer to the magnitude of change.

Longitudinal analysis

The design of the evaluation provides an opportunity to collect data in multiple time periods, and
with two rounds of survey work now completed there are in theory up to three time points for
data on business performance®®. The current approach to the econometric analysis, as outlined
above, does take advantage of longitudinal nature of the data by modelling change over time in
many of the variables, as well as by incorporating time-lagged variables (such as sales in the
previous year for analysis of the sales outcome variable). These models are, however, cross-
sectional by nature and do not take advantage of a panel set up.

A basic panel set up was undertaken to examine the evidence on business performance variables
of employment change and sales change (see Table A-20). The main findings from this basic
panel set up were as follows:

e There was a positive association between SUL and absolute employment change, albeit
at the 10% level of significance. This was robust to changes in the model specification.

e There was evidence of an association between SUL and the log of sales change. This was
robust to changes in the model specification.

These findings provide evidence that the programme may be having an effect on the absolute
change in employment and sales. However, a major caveat to these findings is that the analysis
was not extended to take account of selection, which the Heckman sample selection model has
been important in addressing. Further work on a panel set up that seeks to take account of
selection issues could be undertaken, but was outside of the scope of the Year 2 study.

66 As for each survey data was collected on current and past (as well as future) performance.

117



Research Report

Results tables

The following results tables provide the detailed counterparts to the summary results provided
in the main report. All models specifications employed the Heckman two-step selection model.
Unless specified, the model specified represents the second stage equation. If the dependent
variable was binary, a Probit model was specified for the second step. Where the dependent
variable was continuous, the second step model was an OLS regression. For each independent
variable the tables provide a regression coefficient, a significance level (denoted using the
following symbols: + p<0.10 * p<0.05 ** p<0.01), and a p-value in parentheses below. At the
bottom of each table the number of observations for each model is presented, along with an
indication of model fit (an R? value for OLS regressions and a pseudo-R? value for Probit
regressions). Where the field is blank (e.g. ‘Business plan (pre-start)’ in the ‘SUL (Heckman first-
stage probit equation)’, this denotes that the independent variable was not in included in the
model specification.

The econometric model used for the analysis is nonlinear. This means that the marginal effect
of the variable cannot be directly read from the coefficients for the dummy variables that are
presented in the results tables below, because it is conditional on the values of the explanatory
variables for each individual observation. There are various ways to translate the coefficients
into marginal values using statistical software, and these marginal impacts have been included
in the main body of the report where relevant, e.g. in relation to the start-up rate.

Table A-5: Summary of regression results for the Heckman first-stage probit equation, and

second-stage Heckman results for start-rate, speed of start and survival
Dependent variables

SUL Start- Surviva
(Heckm rate I

an first-

stage

probit

equatio

n)

Probit Probit Probit

Independent variables

SUL 0.977**  0.00125 -0.0713
(0.000) (0.997) (0.748)
Owner age 0.00557 0.0736 0.00078 0.00309
(0.863) (0.118) ?0.987) (0.951)
Owner age squared -0.00034 - 0.00008 -
0.00076 29 0.00017
4 5
(0.371) (0.155) (0.883) (0.775)
Previous business experience 0.224+ -0.0194 0.136 0.111
(0.088) (0.928) (0.493) (0.564)
Degree 0.0526 0.268 0.0996 -0.0123
(0.670) (0.176) (0.595) (0.945)
Female -0.0144 -0.141 0.234 -0.0782
(0.907) (0.483) (0.205) (0.654)
Unemployed pre-start 0.333* -0.0687 -0.0666 0.272

(0.020)  (0.790)  (0.779)  (0.242)
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Multiple owners -0.407** 0.123 0.0127 -0.0731
(0.001) (0.549) (0.949) (0.725)
Region: Reference region is the South

London 0.349+ -0.643* 0.406 0.467
(0.054) (0.033) (0.189) (0.112)
North 0.291 0.184 -0.0162 0.210
(0.121) (0.630) (0.953) (0.438)
Midlands 0.488%** -0.145 0.0859 0.470
(0.008) (0.670) (0.769) (0.118)
Celtic -0.539*%*  -0.206 0.174 -0.510

(0.001) (0.520) (0.552) (0.121)

Sector: Reference sector refers to SIC codes A-F:
primary/production/construction

G-I: wholesale/retail/transport/accommodation -0.0944 0.00155 0.181 0.422
(0.629) (0.996) (0.512) (0.137)
J-N: business/professional/scientific services -0.539**  0.106 0.495+ -0.300
(0.003) (0.745) (0.092) (0.317)
0O-U: public administration/education/health -0.622**  0.109 0.502 -0.757*
(0.001) (0.748) (0.119) (0.017)
Wanted to be own boss -0.757%**
(0.000)
Business plan (pre-start) 1.188**
(0.000)
Non-financial support -0.476+
(0.067)
SUL mentoring -0.342
(0.324)
Interaction - SUL mentoring and non-financial support 0.298
(0.407)
Business plan prepared -0.0656
(0.886)
External finance 0.751**
(0.001)
Business age -0.381
(0.530)
Business age squared 0.0661
(0.584)
Inverse Mills ratio -0.262 -0.434 1.840%**
(0.505) (0.286) (0.003)
Observations 565 466 331 446
(Pseudo) R-squared 0.194 0.141 0.178 0.129

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-6: Summary of second-stage Heckman regression results for sales and employment

change variables
Dependent variable

Sales Sales Employme Full-time Employme Full-time
change change nt change employme nt change employmen

(CILEL") (logged) (CILELD) nt change (absolute) t change
(GCILELR"D) (absolute)
Probit (o] K Probit Probit (o] K oLS

Independent variables

SUL 0.566+ 0.0448 0.751* 0.745+ 0.347 0.201+
(0.087) (0.891) (0.046) (0.077) (0.139) (0.075)
Owner age 0.0584 -0.0887 0.0195 -0.0637 -0.116%* -0.0745**
(0.322) (0.158) (0.791) (0.429) (0.029) (0.004)
Owner age squared -0.000669 0.00101 -0.0000987  0.000807 0.00145%* 0.000931**
(0.332) (0.162) (0.909) (0.393) (0.021) (0.002)
Previous business 0.173 0.431+ -0.0513 0.00286 -0.350+ -0.0400
experience
(0.459) (0.055) (0.847) (0.992) (0.076) (0.676)
Degree 0.163 0.171 0.221 -0.165 0.0115 -0.0842
(0.489) (0.492) (0.469) (0.618) (0.954) (0.392)
Female 0.170 0.0223 0.422+ 0.523+ 0.290 0.135
(0.438) (0.917) (0.096) (0.062) (0.123) (0.144)
Unemployed pre-start -0.158 0.105 -0.716+ -0.497 -0.0257 -0.105
(0.559) (0.718) (0.069) (0.260) (0.911) (0.349)
Multiple owners 0.484* 0.368 0.345 0.516+ 0.137 0.154
(0.036) (0.119) (0.199) (0.094) (0.484) (0.105)
London 0.0272 0.360 0.553 1.163* -0.0483 0.347%
(0.937) (0.293) (0.164) (0.019) (0.871) (0.018)
North -0.0485 -0.202 0.249 0.536 0.393 0.174
(0.893) (0.567) (0.550) (0.311) (0.184) (0.228)
Midlands 0.205 -0.0753 -0.376 0.199 -0.0948 0.0695
(0.551) (0.828) (0.389) (0.706) (0.747) (0.630)
Celtic 0.474 -0.134 0.328 0.835 0.240 -0.0296
(0.188) (0.719) (0.462) (0.111) (0.458) (0.851)
G-I: 0.387 0.314 0.799+ 0.882+ -0.0115 0.0459

wholesale/retail/transp
ort/accommodation

(0.263) (0.348) (0.100) (0.085) (0.968) (0.748)
J-N: 0.128 0.150 0.898+ 0.562 0.169 -0.0109
business/professional/
scientific services

(0.718) (0.668) (0.082) (0.305) (0.582) (0.942)
0O-U: public 0.383 0.162 1.125% 0.913 -0.0788 -0.0236
administration/educati
on/health

(0.326) (0.667) (0.038) (0.111) (0.811) (0.883)
Business plan (pre-
start)
Non-financial support 0.736** 0.0466

(0.009) (0.594)
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SUL mentoring 0.334
(0.377)
Interaction - SUL -0.966*
mentoring and non-
financial support
(0.020)
Business plan 1.576% 1.470 -0.379 0.0738
prepared
(0.049) (0.220) (0.563) (0.816)
External finance 0.382+ 0.519%* 0.627* 0.0562
(0.099) (0.042) (0.036) (0.764)
Business age -0.744 -0.286 0.531 -0.297 -0.372 -0.551
(0.402) (0.816) (0.676) (0.826) (0.627) (0.142)
Business age squared 0.0681 0.0351 -0.0948 0.0830 0.0987 0.126+
(0.676) (0.880) (0.677) (0.727) (0.478) (0.065)
Sales in 2015 0.0224 0.790** 0.182+ 0.0472 0.00890 -0.000790
(0.756) (0.000) (0.051) (0.634) (0.885) (0.979)
Interaction - SUL and
External finance
Inverse Mills ratio -0.585 -0.0421 -0.390 0.188 -0.221 0.199
(0.278) (0.944) (0.568) (0.797) (0.637) (0.382)
Observations 195 129 233 232 238 237
(Pseudo) R-squared 0.144 0.642 0.194 0.212 0.073 0.150
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Table A-7: Summary of second-stage Heckman regression results for profit, innovation and

exporting variables
Dependent variable

Profit Innovate Export Export Export

(any) (>10%) (>10%)
Probit Probit Probit Probit Probit

Independent variables

SUL -1.194%* 0.708* 0.259 0.0404 0.0404
(0.000) (0.030) (0.242) (0.875) (0.875)
Owner age -0.0585 -0.0290 -0.0565 -0.0291 -0.0291
(0.298) (0.570) (0.225) (0.583) (0.583)
Owner age squared 0.000700 0.000424 0.000739 0.000489 0.000489
(0.293) (0.475) (0.176) (0.423) (0.423)
Previous business experience -0.526%* 0.508** 0.304+ 0.136 0.136
(0.023) (0.006) (0.087) (0.519) (0.519)
Degree 0.0165 0.364+ 0.520** 0.299 0.299
(0.941) (0.058) (0.004) (0.170) (0.170)
Female -0.195 -0.438* 0.265 -0.0153 -0.0153
(0.345) (0.021) (0.116) (0.940) (0.940)
Unemployed pre-start -0.136 0.0646 -0.103 -0.0544 -0.0544
(0.594) (0.788) (0.638) (0.833) (0.833)
Multiple owners -0.986** 0.199 0.289+ 0.273 0.273
(0.000) (0.300) (0.097) (0.184) (0.184)
London -0.262 0.295 0.242 0.0947 0.0947
(0.433) (0.292) (0.360) (0.756) (0.756)
North -0.494 -0.449 -0.361 -0.314 -0.314
(0.139) (0.166) (0.208) (0.362) (0.362)
Midlands -0.118 0.144 0.0407 -0.175 -0.175
(0.723) (0.615) (0.880) (0.584) (0.584)
Celtic -0.101 0.177 0.254 0.177 0.177
(0.764) (0.581) (0.413) (0.627) (0.627)
G-I: wholesale/retail/transport/accommodation -0.398 0.115 0.182 0.618+ 0.618+
(0.223) (0.687) (0.486) (0.079) (0.079)
J-N: business/professional/scientific services 0.364 0.280 0.275 0.921%* 0.921*
(0.311) (0.330) (0.313) (0.012) (0.012)
0-U: public administration/education/health 0.149 0.257 0.0461 0.288 0.288
(0.704) (0.418) (0.878) (0.491) (0.491)

Business plan (pre-start)

Non-financial support -0.544+
(0.054)
SUL mentoring 0.188
(0.593)
Interaction - SUL mentoring and non-financial 0.333
support
(0.406)
Business plan prepared -0.246 -0.778 -0.673 -0.331 -0.331
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(0.725) (0.111) (0.107) (0.520) (0.520)
External finance 0.877%
(0.013)
Business age -0.0640 -0.857+ 0.175 -0.188 -0.188
(0.944) (0.096) (0.738) (0.751) (0.751)
Business age squared -0.0334 0.142 -0.0202 0.0488 0.0488
(0.843) (0.164) (0.845) (0.678) (0.678)
Sales in 2015 0.270%**
(0.000)
Interaction - SUL and External finance -0.609
(0.136)
Inverse Mills ratio -0.327 -0.370 -0.636 -0.688 -0.688
(0.533) (0.424) (0.143) (0.198) (0.198)
Observations 221 345 310 310 310
(Pseudo) R-squared 0.212 0.147 0.107 0.104 0.104
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Table A-8: Summary of second-stage Heckman regression results for business confidence, skills

and personal confidence variables (including change in these variables from Year 1 to Year 2).
Dependent variable

Business Change Skills Change Personal Change
confidenc in in skills confidenc in
e business e personal

confidenc confidenc
e e
Probit Probit Probit Probit Probit Probit

Independent variables

SUL 0.130 -0.205 0.0686 -0.0123 0.205 0.335
(0.487) (0.344) (0.674) (0.950) (0.322) (0.110)
Owner age -0.0745 0.0548 0.0394 0.0675 -0.0134 0.0727
(0.110) (0.273) (0.276) (0.150) (0.780) (0.140)
Owner age squared 0.000846 -0.000712 -0.000495 -0.000757 0.000299 -0.000843
(0.129) (0.237) (0.248) (0.174) (0.604) (0.150)
Previous business experience 0.213 -0.0800 0.250+ -0.0138 -0.323+ 0.0967
(0.202) (0.669) (0.080) (0.935) (0.070) (0.582)
Degree -0.0653 -0.113 -0.0831 -0.181 0.112 -0.146
(0.678) (0.508) (0.535) (0.262) (0.506) (0.390)
Female -0.355* 0.0305 -0.0635 -0.167 -0.331%* 0.241
(0.018) (0.856) (0.626) (0.296) (0.045) (0.139)
Unemployed pre-start -0.134 0.0730 -0.0990 -0.435% -0.165 0.314
(0.470) (0.741) (0.546) (0.045) (0.422) (0.139)
Multiple owners 0.0777 -0.247 -0.00958 -0.105 0.0784 0.578%**
(0.692) (0.234) (0.946) (0.552) (0.673) (0.001)
London -0.133 -0.577* -0.235 -0.428+ 0.355 -0.485+
(0.572) (0.041) (0.258) (0.079) (0.182) (0.076)
North 0.138 -0.173 0.0682 -0.340 0.398 -0.206
(0.562) (0.486) (0.739) (0.146) (0.138) (0.401)
Midlands 0.166 -0.273 -0.0427 -0.478+ 0.313 -0.293
(0.504) (0.320) (0.841) (0.060) (0.243) (0.265)
Celtic 0.177 -0.344 -0.368 -0.620%* -0.0108 -0.0266
(0.504) (0.265) (0.103) (0.028) (0.968) (0.925)
G-I: 0.342 0.0268 0.324 0.0895 -0.242 0.231
wholesale/retail/transport/accommo
dation
(0.166) (0.922) (0.111) (0.716) (0.370) (0.392)
J-N: business/professional/scientific  -0.184 0.246 -0.0330 0.0719 -0.262 0.317
services
(0.447) (0.406) (0.875) (0.788) (0.349) (0.275)
O-U: public 0.0583 0.0664 -0.206 0.202 -0.162 0.533+
administration/education/health
(0.831) (0.835) (0.367) (0.482) (0.594) (0.081)
Business plan (pre-start)
Non-financial support 0.159 0.180 -0.0269
(0.281) (0.154) (0.863)

SUL mentoring
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Interaction - SUL mentoring and
non-financial support

Business plan prepared 0.964** -0.136 0.782%* -0.400 0.797%* 0.445
(0.002) (0.731) (0.013) (0.281) (0.017) (0.438)
External finance -0.454*
(0.019)
Business age -0.334 -0.365 -0.126 -0.474 -0.615 -0.531
(0.451) (0.437) (0.727) (0.263) (0.247) (0.275)
Business age squared 0.0602 0.0491 0.0344 0.0994 0.0991 0.131

(0.495) (0.613) (0.632) (0.240) (0.338) (0.168)
Sales in 2015

Interaction - SUL and External

finance

Inverse Mills ratio -0.0964 -0.333 0.506 -0.300 0.0598 -0.275
(0.793) (0.507) (0.118) (0.495) (0.880) (0.552)

Observations 449 419 449 417 450 416

(Pseudo) R-squared 0.079 0.077 0.047 0.052 0.079 0.081

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-9: Summary of regression results for analysis of arrears (by duration).
Dependent variable

Arrears (1 Arrears (3 Arrears (6 Arrears (9 Arrears (12

months +) months +) months +) months +) months +)
Probit Probit Probit Probit Probit

Independent variables

Owner age 0.0440 0.0925 0.0595 0.137 1.074
(0.669) (0.425) (0.625) (0.462) (0.507)
Owner age squared -0.000650 -0.00126 -0.000821 -0.00206 -0.0140
(0.605) (0.381) (0.584) (0.402) (0.507)
Previous business experience 0.519 0.505 0.293 0.304 1.671
(0.149) (0.203) (0.478) (0.511) (0.277)
Degree -0.345 -0.654 -0.489 -1.175% -3.011
(0.365) (0.140) (0.284) (0.045) (0.288)
Female 0.123 0.152 0.0242 0.257 4.298
(0.733) (0.698) (0.952) (0.588) (0.263)
Unemployed pre-start 0.228 0.247 0.423 0.110 -2.084
(0.547) (0.553) (0.313) (0.825) (0.335)
Multiple owners 0.653+ 0.885* 0.628 1.030%* 0.0352
(0.090) (0.042) (0.155) (0.046) (0.981)
London 0.281 0.718 0.487 0.849 -0.494
(0.535) (0.159) (0.354) (0.163) (0.795)
North 0.663 0.661 0.602 0.145
(0.160) (0.241) (0.281) (0.851)
Midlands -0.300 0.155 0.131 0.554
(0.555) (0.785) (0.816) (0.390)
Celtic 1.208* 1.329%* 0.621 1.212 2.091
(0.019) (0.029) (0.329) (0.110) (0.413)
G-I: -0.204 -0.0431 -0.0368 0.252 -2.917
wholesale/retail/transport/acco
mmodation
(0.681) (0.937) (0.947) (0.706) (0.421)
J-N: -0.335 -0.259 -0.0945 0.318 -0.899
business/professional/scientific
services
(0.459) (0.597) (0.848) (0.586) (0.573)
O-U: public -0.666 -0.852 -0.582 -0.0647
administration/education/healt
" (0.258) (0.223) (0.391) (0.933)
SUL mentoring hours 0.0220+ 0.0337* 0.0247+ 0.0295+ 0.172
(0.069) (0.015) (0.076) (0.079) (0.260)
Observations 106 106 106 106 58
(Pseudo) R-squared 0.138 0.177 0.110 0.172 0.414

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)

126



Research Report

Table A-10: Summary of scheme improvement (mentoring) analysis on survival-rate.

Dependent variable
Survival- Survival- Survival- Survival- Survival-

rate rate rate rate rate
Probit Probit Probit Probit Probit

Independent variable

Owner age 0.005 -0.215 -0.012 0.030 0.021
(0.954) (0.378) (0.869) (0.735) (0.801)
Owner age squared 0.000 0.003 0.000 -0.000 -0.000
(0.996) (0.411) (0.818) (0.753) (0.831)
Previous business experience 0.327 0.086 0.293 0.293 0.331
(0.249) (0.884) (0.262) (0.335) (0.253)
Has a degree -0.008 -0.539 0.130 0.027 -0.011
(0.975) (0.423) (0.595) (0.922) (0.967)
is female -0.339 0.115 -0.318 -0.359 -0.339
(0.151) (0.813) (0.153) (0.148) (0.154)
Unemployed pre-start -0.575%* -0.818 -0.402+ -0.588%* -0.518%
(0.023) (0.140) (0.093) (0.026) (0.044)
Has multiple owners 0.358 0.168 0.255 0.424 0.338
(0.267) (0.789) (0.377) (0.227) (0.307)
London -0.370 -5.825 -0.184 -0.482 -0.356
(0.313) (0.989) (0.591) (0.224) (0.340)
North -0.114 -4.912 0.033 -0.108 -0.094
(0.758) (0.991) (0.925) (0.784) (0.803)
Midlands 0.066 -4.464 0.058 0.079 0.091
(0.863) (0.992) (0.867) (0.845) (0.812)
Celtic -0.323 -5.891 -0.328 -0.412 -0.295
(0.405) (0.989) (0.361) (0.325) (0.450)
vahIo.IesaIe/retaiI/transport/accommodation 0.251 0.280 0.318 0.382 0.345
(0.492) (0.685) (0.340) (0.328) (0.358)
J-N: business/professional/scientific
services 0.047 0.499 0.113 0.065 0.091
(0.892) (0.441) (0.722) (0.859) (0.794)
0O-U: public administration/education/health -0.688+ -0.710 -0.556 -0.764* -0.701+
(0.056) (0.367) (0.101) (0.045) (0.053)
Loan value -0.000 0.000 0.000 -0.000 -0.000
(0.906) (0.738) (0.737) (0.599) (0.749)
SUL mentoring 0.257 0.010 0.136
(0.309) (0.972) (0.685)
SUL mentoring hours -0.011
(0.466)
Any mentoring (including SUL) 0.062
(0.812)
Non-SUL mentoring -0.455
(0.396)
Non-financial support 0.283
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(0.498)
Interaction - SUL mentoring and non-
financial support 0.162
(0.745)
Observations 235 109 247 203 234
(Pseudo) R-squared 0.154 0.340 0.118 0.166 0.169

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-11: Summary of scheme improvement (mentoring) analysis on sales change (binary).

Independent variable

Owner age

Owner age squared

Previous business experience

Has a degree

is female

Unemployed pre-start

Has multiple owners

London

North

Midlands

Celtic

G-I:
wholesale/retail/transport/acco
mmodation

J-N:
business/professional/scientific
services

0-U: public
administration/education/healt
h

Loan value

SUL mentoring

SUL mentoring hours

Any mentoring (including SUL)

Non-SUL mentoring

129

Dependent variable

Sales
change
(GILELD)
Probit

Sales
change
(GCILELR"D)
Probit

Sales
change
(GCILELR"D)
Probit

Sales
change
(GILELD)
Probit

Sales
change
(GILELRD)
Probit

0.101 0.156 0.109 0.099 0.111
(0.215) (0.208) (0.167) (0.231) (0.181)
-0.001 -0.002 -0.001 -0.001 -0.001
(0.232) (0.225) (0.182) (0.247) (0.200)
0.124 0.654 0.390 0.141 0.129
(0.668) (0.176) (0.147) (0.630) (0.660)
0.293 0.358 0.298 0.271 0.294
(0.328) (0.524) (0.306) (0.369) (0.332)
0.348 0.090 0.374 0.376 0.427
(0.206) (0.848) (0.165) (0.178) (0.142)
-0.172 0.415 -0.145 -0.201 -0.164
(0.550) (0.400) (0.608) (0.490) (0.575)
0.208 0.438 0.326 0.244 0.225
(0.478) (0.340) (0.251) (0.414) (0.451)
-0.089 0.002 -0.062 -0.079 -0.089
(0.814) (0.997) (0.869) (0.838) (0.816)
-0.583 -0.627 -0.329 -0.580 -0.571
(0.195) (0.447) (0.438) (0.210) (0.211)
0.553 0.957 0.499 0.563 0.594
(0.144) (0.108) (0.180) (0.141) (0.120)
0.034 0.997 0.132 0.070 0.047
(0.936) (0.174) (0.752) (0.871) (0.910)
-0.424 0.686 -0.305 -0.437 -0.458
(0.292) (0.401) (0.429) (0.280) (0.278)
-0.550 0.387 -0.550 -0.561 -0.579
(0.177) (0.592) (0.165) (0.171) (0.170)
-0.549 1.240 -0.347 -0.501 -0.636
(0.269) (0.196) (0.457) (0.318) (0.212)
0.000 -0.000 -0.000 0.000 0.000
(0.569) (0.847) (0.836) (0.591) (0.530)
-0.410 -0.378 0.001
(0.157) (0.260) (0.997)
-0.001
(0.940)
-0.323
(0.300)
-0.138
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(0.818)
Interaction - SUL and non-SUL
mentoring -0.142
(0.840)
Non-financial support 0.446
(0.371)
Interaction - SUL mentoring
and non-financial support -0.759
(0.181)
Observations 129 60 135 129 129
Pseudo R-squared 0.097 0.240 0.088 0.101 0.109

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-12: Summary of scheme improvement (mentoring) analysis on sales change (absolute,
logged).
Dependent variable

Sales change Sales change Sales change Sales change Sales change

(absolute, (absolute, (absolute, (absolute, (absolute,
logged) logged) logged) logged) logged)
(o] K (o] K OoLS (o] K (o] K

Independent variable

Owner age -0.124 -0.219 -0.084 -0.123 -0.135
(0.287) (0.190) (0.456) (0.297) (0.256)
Owner age squared 0.001 0.003 0.001 0.001 0.002
(0.324) (0.205) (0.493) (0.332) (0.286)
Previous business 0.014 0.143 0.127 0.003 0.081
experience
(0.971) (0.845) (0.731) (0.995) (0.840)
Has a degree -0.133 0.742 -0.212 -0.139 -0.144
(0.745) (0.343) (0.598) (0.739) (0.733)
is female -0.491 0.059 -0.599 -0.500 -0.546
(0.167) (0.925) (0.103) (0.168) (0.139)
Unemployed pre-start 0.180 -0.483 0.017 0.202 0.192
(0.658) (0.483) (0.967) (0.633) (0.641)
Has multiple owners 0.145 0.158 0.416 0.142 0.192
(0.709) (0.806) (0.291) (0.720) (0.629)
London 0.029 0.168 0.043 0.052 0.041
(0.957) (0.845) (0.938) (0.925) (0.940)
North -0.726 -5.366** -0.424 -0.670 -0.633
(0.303) (0.002) (0.502) (0.366) (0.381)
Midlands -0.573 -0.895 -0.821+ -0.539 -0.605
(0.224) (0.236) (0.097) (0.271) (0.211)
Celtic -0.544 -0.305 -0.555 -0.498 -0.517
(0.331) (0.730) (0.342) (0.401) (0.364)
G-I: 0.608 -1.314 0.555 0.597 0.627

wholesale/retail/transp
ort/accommodation

(0.242) (0.408) (0.292) (0.259) (0.253)
J-N: 0.450 -1.161 0.391 0.458 0.427
business/professional/s
cientific services

(0.371) (0.390) (0.450) (0.371) (0.409)
0-U: public 0.061 -1.563 0.026 0.088 0.056
administration/educatio
n/health

(0.920) (0.294) (0.966) (0.894) (0.929)
Loan value 0.000** 0.000%* 0.000%* 0.000%** 0.000**

(0.005) (0.038) (0.014) (0.006) (0.005)
SUL mentoring -0.515 -0.460 -0.867

(0.143) (0.265) (0.117)
SUL mentoring hours -0.001

(0.968)

Any mentoring -0.363

(including SUL)
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(0.357)
Non-SUL mentoring 0.232
(0.753)
Interaction - SUL and -0.239
non-SUL mentoring
(0.804)
Non-financial support -0.368
(0.542)
Interaction - SUL 0.617
mentoring and non-
financial support
(0.402)
Observations 83 34 88 83 83
Pseudo R-squared 0.260 0.704 0.245 0.262 0.269

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-13: Summary of scheme improvement (mentoring) analysis on employment change
(binary).
Dependent variable

Employment Employment Employment Employment Employment

change change change change change
(CILELD) (CILEL"D) (CILEL"D) (CILELD) (binary)
Probit Probit Probit Probit Probit

Independent variable

Owner age 0.260+ 146.295 0.116 0.286+ 0.263+
(0.086) ®) (0.287) (0.065) (0.086)

Owner age squared -0.004+ -1.651 -0.002 -0.004+ -0.004+
(0.076) ®) (0.275) (0.063) (0.076)

Previous business

experience -0.405 -411.081 -0.171 -0.444 -0.365
(0.265) ®) (0.566) (0.234) (0.322)

Has a degree 0.637 0.660+ 0.597 0.681
(0.116) (0.062) (0.153) (0.100)

Is female 0.251 -341.729 0.097 0.231 0.206
(0.453) ®) (0.739) (0.500) (0.563)

Unemployed pre-start -0.708 -0.697+ -0.673 -0.716
(0.124) (0.087) (0.151) (0.122)

Has multiple owners 0.152 467.659 0.196 0.120 0.151
(0.663) ®) (0.524) (0.739) (0.667)

London 0.037 301.171 0.023 0.141 0.000
(0.933) ®) (0.955) (0.761) (1.000)

North -0.133 229.268 0.063 0.019 -0.172
(0.804) ®) (0.888) (0.974) (0.752)

Midlands -0.551 -525.937 -0.645 -0.471 -0.619
(0.254) ®) (0.152) (0.359) (0.212)

Celtic -0.612 128.711 -0.620 -0.503 -0.663
(0.224) ®) (0.212) (0.362) (0.196)

vahIc;IesaIe/retail/transport

/accommodation 5.536 -1360.158 0.736 6.185 5.379
(0.989) ®) (0.187) (0.988) (0.990)

i)u'\ls.iness/professionaI/sci

entific services 5.640 -1598.653 0.725 6.314 5.473
(0.989) ®) (0.192) (0.988) (0.989)

0-U: public

administration/education/

health 5.280 -1153.853 0.415 5.881 5.140
(0.990) ®) (0.510) (0.989) (0.990)

Loan value 0.000 0.010 0.000 0.000 0.000
(0.157) ) (0.346) (0.135) (0.173)

SUL mentoring -0.965%* -0.938% -1.155%
(0.004) (0.017) (0.013)

SUL mentoring hours 19.376

()
Any mentoring (including
suL) -0.494
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(0.125)
Non-SUL mentoring 0.921
(0.155)
Interaction - SUL and
non-SUL mentoring -0.262
(0.743)
Non-financial support -0.306
(0.541)
Interaction - SUL
mentoring and non-
financial support 0.399
(0.541)
Observations 169 40 175 167 168
Pseudo R-squared 0.285 1.000 0.178 0.316 0.287

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-14: Summary of scheme improvement (mentoring) analysis on employment change

(absolute).
Dependent variable

Employment Employment Employment Employment Employment

change change change change change
(absolute) (absolute) (absolute) (absolute) (absolute)
(o] K (o] K OoLS (o] K oLS

Independent variable

Owner age -0.021 -0.112 -0.038 -0.019 -0.038
(0.742) (0.336) (0.543) (0.778) (0.565)

Owner age squared 0.000 0.001 0.000 0.000 0.000
(0.863) (0.337) (0.599) (0.892) (0.667)

Previous business

experience -0.362+ -0.603 -0.274 -0.373+ -0.358+
(0.093) (0.148) (0.190) (0.090) (0.098)

Has a degree 0.203 0.182 0.266 0.207 0.269
(0.363) (0.698) (0.232) (0.364) (0.239)

is female 0.133 0.419 0.081 0.124 0.155
(0.511) (0.324) (0.692) (0.547) (0.449)

Unemployed pre-start oo 0.222 0.096 0.159 0.127
(0.492) (0.613) (0.671) (0.489) (0.576)

Has multiple owners -0.018 0.352 0.085 -0.025 -0.010
(0.937) (0.432) (0.707) (0.914) (0.966)

London
0.084 0.449 0.089 0.057 0.059
(0.779) (0.399) (0.768) (0.851) (0.843)

North 0.246 0.466 0.359 0.261 0.189
(0.456) (0.425) (0.270) (0.446) (0.568)

Midlands -0.050 0.238 -0.079 -0.035 -0.118
(0.859) (0.639) (0.781) (0.905) (0.678)

Celtic 0.107 0.391 0.089 0.073 0.072
(0.743) (0.570) (0.793) (0.831) (0.824)

G-I:

wholesale/retail/transpo

rt/accommodation -0.048 -0.935 -0.139 -0.010 -0.166
(0.871) (0.175) (0.642) (0.974) (0.590)

J-N:

business/professional/sc

ientific services 0.298 -0.335 0.115 0.299 0.197
(0.326) (0.604) (0.705) (0.333) (0.522)

0-U: public

administration/educatio

n/health -0.350 -0.389 -0.454 -0.386 -0.392
(0.347) (0.621) (0.218) (0.312) (0.297)

Loan value 0.000 0.000 0.000 0.000 0.000
(0.218) (0.240) (0.324) (0.242) (0.183)

SUL mentoring -0.160 -0.237 -0.459
(0.471) (0.350) (0.142)

SUL mentoring hours 0.014

(0.325)
Any mentoring
(including SUL) -0.088
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(0.715)
Non-SUL mentoring 0.045
(0.929)
Interaction - SUL and
non-SUL mentoring 0.340
(0.562)
Non-financial support -0.737%
(0.047)
Interaction - SUL
mentoring and non-
financial support 0.644
(0.129)
Observations 169 77 175 167 168
Pseudo R-squared 0.082 0.154 0.069 0.089 0.103
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Table A-15: Summary of scheme improvement (mentoring) analysis on full-time employment
change (binary).
Dependent variable

Full-time Full-time Full-time Full-time

employment employment employment employment
change (binary) change (binary) change (binary) change (binary)
Probit Probit Probit Probit

Independent variable

Owner age 0.137 0.028 0.136 0.139
(0.354) (0.783) (0.360) (0.364)

Owner age squared -0.002 -0.000 -0.002 -0.002
(0.314) (0.752) (0.343) (0.324)

Previous business

experience -0.303 -0.139 -0.349 -0.254
(0.438) (0.667) (0.383) (0.523)

Has a degree 0.123 0.276 0.120 0.165
(0.768) (0.451) (0.782) (0.698)

Is female 0.018 -0.093 0.011 -0.059
(0.958) (0.763) (0.976) (0.871)

Unemployed pre-start _, 1>4 -0.421 -0.386 -0.402
(0.358) (0.309) (0.420) (0.385)

Has multiple owners 0.336 0.368 0.304 0.334
(0.361) (0.267) (0.423) (0.367)

London 0.609 0.554 0.734 0.587
(0.227) (0.254) (0.179) (0.247)

North 0.297 0.506 0.480 0.283
(0.620) (0.329) (0.456) (0.641)

Midlands -0.131 -0.180 -0.063 -0.188
(0.808) (0.729) (0.915) (0.732)

Celtic 0.390 0.328 0.484 0.361
(0.453) (0.524) (0.406) (0.492)

vahIc;IesaIe/retaiI/transpo

rt/accommodation 4.736 0.814 5.560 4.628
(0.981) (0.146) (0.991) (0.982)

i)u'\ls.iness/professional/sc

ientific services 4.448 0.485 5.203 4.315
(0.982) (0.396) (0.992) (0.983)

0-U: public

administration/educatio

n/health 4.797 0.759 5.506 4.701
(0.981) (0.232) (0.991) (0.981)

Loan value 0.000 -0.000 0.000 0.000
(0.883) (0.913) (0.864) (0.932)

SUL mentoring -0.556+ -0.671+ -0.773+
(0.098) (0.094) (0.097)

SUL mentoring hours

Any mentoring

(including SUL) -0.283
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(0.386)
Non-SUL mentoring 0.631
(0.332)
Interaction - SUL and
non-SUL mentoring 0.187
(0.814)
Non-financial support -0.304
(0.556)
Interaction - SUL
mentoring and non-
financial support 0.475
(0.487)
Observations 168 174 166 167
Pseudo R-squared 0.197 0.123 0.233 0.200
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Table A-16: Summary of scheme improvement (mentoring) analysis on full-time employment

change (absolute).
Dependent variable

Full-time Full-time Full-time Full-time Full-time
employment employment employment employment employment
change change change change change
(absolute) (absolute) (absolute) (absolute) (absolute)
(o] K OoLS OoLS OoLS OoLS

Independent

variable

Owner age 0.009 -0.008 -0.012 -0.002 -0.010
(0.756) (0.786) (0.703) (0.955) (0.727)

Owner age squared _, 54 0.000 0.000 -0.000 0.000
(0.636) (0.633) (0.683) (0.989) (0.794)

Previous business

experience -0.063 -0.193+ 0.010 -0.093 -0.081
(0.495) (0.085) (0.929) (0.316) (0.381)

Has a degree 0.016 -0.015 0.130 -0.013 0.016
(0.871) (0.904) (0.261) (0.895) (0.874)

is female 0.065 0.207+ 0.020 0.051 0.080
(0.451) (0.071) (0.849) (0.558) (0.361)

Unemployed pre-

start -0.055 -0.052 -0.076 -0.065 -0.078
(0.575) (0.668) (0.517) (0.508) (0.422)

Has multiple

owners 0.042 0.201+ 0.140 0.064 0.065
(0.669) (0.098) (0.235) (0.518) (0.507)

London
0.184 0.247+ 0.153 0.193 0.172
(0.154) (0.087) (0.332) (0.137) (0.180)

North 0.138 0.046 0.287+ 0.155 0.103
(0.334) (0.765) (0.090) (0.289) (0.472)

Midlands -0.024 0.085 -0.053 -0.016 -0.063
(0.847) (0.534) (0.721) (0.900) (0.607)

Celtic -0.046 0.065 -0.068 -0.023 -0.070
(0.743) (0.726) (0.696) (0.874) (0.619)

G-I:

wholesale/retail/tra

nsport/accommoda

tion 0.116 -0.223 -0.022 0.135 0.076
(0.367) (0.226) (0.889) (0.297) (0.565)

J-N:

business/profession

al/scientific

services 0.147 -0.135 -0.040 0.166 0.118
(0.257) (0.431) (0.796) (0.204) (0.372)

0-U: public

administration/edu

cation/health 0.099 0.229 -0.082 0.139 0.114
(0.537) (0.276) (0.667) (0.391) (0.480)

Loan value -0.000 -0.000 -0.000 -0.000 -0.000
(0.523) (0.455) (0.407) (0.497) (0.544)

SUL mentoring -0.087 -0.048 -0.119
(0.361) (0.652) (0.372)
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SUL mentoring
hours 0.006+

(0.094)
Any mentoring
(including SUL) 0.029

(0.817)
Non-SUL mentoring

Interaction - SUL
and non-SUL
mentoring

Non-financial
support

Interaction - SUL
mentoring and
non-financial
support

0.276
(0.199)

-0.180
(0.468)

-0.181
(0.251)

0.101
(0.578)

Observations 168 76 174

Pseudo R-squared 0.084 0.289 0.073

166
0.093

167
0.090

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-17: Summary of scheme improvement (mentoring) analysis on business confidence in
2016.

Dependent variable

Business Business Business Business Business
confidence in confidence in confidence in confidence in confidence in
2016 2016 2016 2016 2016

Probit Probit Probit Probit Probit

Independent variable

Owner age -0.176* -0.300% -0.161% -0.177* -0.169+
(0.038) (0.049) (0.040) (0.046) (0.052)

Owner age squared 0.002+ 0.004+ 0.002+ 0.002+ 0.002+
(0.063) (0.059) (0.064) (0.076) (0.095)

Previous business

experience 0.294 0.539 0.329 0.318 0.316
(0.246) (0.177) (0.173) (0.218) (0.226)

Has a degree -0.296 -0.304 -0.246 -0.286 -0.286
(0.248) (0.514) (0.319) (0.269) (0.271)

is female -0.430+ -0.270 -0.464* -0.453* -0.509%
(0.056) (0.474) (0.032) (0.047) (0.029)

Unemployed pre-start -0.056 -0.197 0.012 -0.058 0.050
(0.825) (0.655) (0.960) (0.821) (0.847)

Has multiple owners 0.166 0.118 0.183 0.144 0.142
(0.541) (0.767) (0.479) (0.602) (0.615)

London
-0.179 0.187 -0.083 -0.123 -0.149
(0.560) (0.702) (0.777) (0.692) (0.635)

North 0.276 -0.055 0.387 0.327 0.303
(0.446) (0.921) (0.268) (0.375) (0.409)

Midlands 0.083 -0.215 0.055 0.129 0.125
(0.794) (0.642) (0.856) (0.690) (0.698)

Celtic 0.613 0.118 0.644 0.687 0.652
(0.158) (0.844) (0.127) (0.114) (0.146)

G-I:

wholesale/retail/transport

/accommodation 0.305 1.000+ 0.413 0.307 0.427
(0.379) (0.075) (0.212) (0.383) (0.234)

J-N:

business/professional/scie

ntific services -0.037 0.049 0.053 -0.003 -0.035
(0.907) (0.917) (0.863) (0.992) (0.914)

0-U: public

administration/education/

health -0.242 -0.175 -0.046 -0.199 -0.241
(0.513) (0.753) (0.895) (0.598) (0.526)

Loan value 0.000 0.000+ 0.000 0.000 0.000
(0.382) (0.077) (0.362) (0.334) (0.411)

SUL mentoring -0.725%* -0.562+ -0.767*
(0.014) (0.072) (0.041)

SUL mentoring hours 0.020

(0.146)
Any mentoring (including
SUL) -0.487
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(0.103)
Non-SUL mentoring 4.572
(0.991)
Interaction - SUL and
non-SUL mentoring -4.747
(0.991)
Non-financial support 0.620
(0.280)
Interaction - SUL
mentoring and non-
financial support -0.091
(0.883)
Observations 240 110 253 238 239
Pseudo R-squared 0.149 0.211 0.127 0.159 0.175

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-18: Summary of scheme improvement (mentoring) analysis on skills and knowledge in

2016.

Independent variable

Owner age

Owner age squared

Previous business experience

Has a degree

is female

Unemployed pre-start

Has multiple owners

London

North

Midlands

Celtic

G-I:
wholesale/retail/transport/accomm
odation

J-N:
business/professional/scientific
services

0-U: public
administration/education/health

Loan value

SUL mentoring

SUL mentoring hours

Any mentoring (including SUL)

Non-SUL mentoring

143

Dependent variable

Skills level
in 2016
Probit

Skills level
in 2016
Probit

Skills level
in 2016
Probit

Skills level
in 2016
Probit

Skills level
in 2016
Probit

-0.010 -0.021 0.005 0.003 -0.003
(0.860) (0.828) (0.919) (0.960) (0.964)
0.000 0.000 0.000 0.000 0.000
(0.760) (0.798) (0.981) (0.961) (0.888)
0.191 0.239 0.206 0.191 0.203
(0.346) (0.467) (0.293) (0.351) (0.320)
-0.254 -0.407 -0.278 -0.244 -0.243
(0.196) (0.261) (0.146) (0.217) (0.220)
-0.053 0.239 -0.059 -0.070 -0.083
(0.771) (0.464) (0.740) (0.701) (0.649)
-0.150 -0.066 -0.169 -0.114 -0.104
(0.456) (0.850) (0.389) (0.573) (0.610)
-0.092 -0.263 -0.046 -0.103 -0.111
(0.668) (0.454) (0.825) (0.632) (0.610)
-0.484+ -0.380 -0.462+ -0.490+ -0.477+
(0.064) (0.341) (0.069) (0.063) (0.070)
0.056 -0.370 0.113 0.110 0.052
(0.848) (0.417) (0.690) (0.714) (0.858)
-0.081 -0.106 -0.031 -0.066 -0.067
(0.763) (0.794) (0.907) (0.807) (0.802)
-0.342 -0.196 -0.300 -0.350 -0.332
(0.244) (0.702) (0.305) (0.244) (0.261)
0.474+ 0.719 0.524* 0.464+ 0.536%
(0.074) (0.117) (0.042) (0.083) (0.047)
0.386 0.278 0.438+ 0.360 0.405
(0.132) (0.508) (0.081) (0.165) (0.117)
0.163 -0.016 0.271 0.108 0.148
(0.592) (0.975) (0.359) (0.727) (0.628)
0.000%* 0.000%** 0.000%* 0.000%* 0.000%*
(0.012) (0.003) (0.009) (0.018) (0.015)
-0.280 -0.322 -0.498+
(0.166) (0.151) (0.081)
0.008
(0.418)
-0.229
(0.284)
-0.003
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(0.996)
Interaction - SUL and non-SUL
mentoring 0.226
(0.680)
Non-financial support -0.027
(0.938)
Interaction - SUL mentoring and
non-financial support 0.373
(0.347)
Observations 240 110 253 238 239
Pseudo R-squared 0.084 0.175 0.083 0.084 0.092

Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-19: Summary of scheme improvement (mentoring) analysis on personal confidence in
2016.

Dependent variable

Personal Personal Personal Personal Personal
confidence in confidence in confidence in confidence in confidence in
2016 2016 2016 2016 2016

Probit Probit Probit Probit Probit

Independent variable

Owner age 0.067 0.094 0.055 0.076 0.057
(0.346) (0.461) (0.418) (0.298) (0.443)

Owner age squared -0.001 -0.001 -0.001 -0.001 -0.001
(0.426) (0.484) (0.506) (0.371) (0.526)

Previous business

experience -0.130 0.044 -0.237 -0.149 -0.122
(0.630) (0.925) (0.355) (0.603) (0.665)

Has a degree 0.416 -0.334 0.443+ 0.421 0.353
(0.103) (0.512) (0.073) (0.112) (0.186)

Is female -0.500% -0.072 -0.438+ -0.503+ -0.586*
(0.044) (0.881) (0.066) (0.050) (0.027)

Unemployed pre-start 0.084 -0.199 0.123 0.086 0.203
(0.753) (0.725) (0.633) (0.751) (0.467)

Has multiple owners 0.417 0.694 0.417 0.379 0.337
(0.210) (0.210) (0.192) (0.277) (0.335)

London -0.127 0.008 0.048 -0.210 -0.037
(0.734) (0.989) (0.892) (0.593) (0.925)

North -0.075 -0.048 0.074 -0.071 -0.007
(0.852) (0.943) (0.845) (0.866) (0.987)

Midlands -0.329 -0.513 -0.145 -0.296 -0.237
(0.362) (0.416) (0.670) (0.439) (0.528)

Celtic -0.438 -0.078 -0.252 -0.507 -0.366
(0.257) (0.902) (0.498) (0.220) (0.357)

vahIc;IesaIe/retail/transport

/accommodation -0.531 -4.572 -0.292 -0.456 -0.342
(0.205) (0.989) (0.434) (0.299) (0.431)

i)uNs.iness/professional/scie

ntific services -0.808+ -4.767 -0.534 -0.781+ -0.670
(0.052) (0.989) (0.146) (0.071) (0.115)

0-U: public

administration/education/

health -0.457 -0.261 -0.501 -0.398
(0.352) (0.553) (0.323) (0.427)

Loan value -0.000 -0.000 -0.000 -0.000 -0.000
(0.469) (0.207) (0.686) (0.372) (0.332)

SUL mentoring 0.385 0.213 0.304
(0.140) (0.451) (0.338)

SUL mentoring hours 0.016

(0.377)
Any mentoring (including
suL) 0.290
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(0.274)
Non-SUL mentoring -0.239
(0.667)

Interaction - SUL and
non-SUL mentoring
Non-financial support 0.773+

(0.091)
Interaction - SUL
mentoring and non-
financial support -0.008

(0.989)
Observations 240 91 253 208 239
Pseudo R-squared 0.102 0.147 0.083 0.099 0.157
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Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Table A-20: Summary of longitudinal, panel-data regression results from 2014-2016 (1/2)
Dependent variable

natural log number of natural log number of natural log
of sales employees full time of full time

Independent variables

SUL -0.740%* -2.098 -0.0633 -1.677 -0.122
(0.035) (0.152) (0.761) (0.205) (0.621)
Year=2015 0.0136 1.300 0.148 1.300 0.158
(0.931) (0.363) (0.332) (0.307) (0.323)
Year=2016 0.190 2.018 0.0852 2.170 0.152
(0.412) (0.479) (0.690) (0.392) (0.523)
SUL * Year=2015 0.674* 0.552+ -0.0341 0.180 -0.0134
(0.032) (0.092) (0.870) (0.488) (0.958)
SUL * Year=2016 0.956** 0.625+ 0.0521 0.268 -0.0126
(0.006) (0.058) (0.802) (0.316) (0.959)
Owner age -0.0755+ 0.0406 -0.00670 -0.161 -0.0461
(0.076) (0.883) (0.830) (0.584) (0.175)
Owner age squared 0.000792 -0.000424 0.0000789 0.00196 0.000562
(0.112) (0.900) (0.834) (0.582) (0.172)
Previous business experience 0.445** -1.022 0.0944 -0.897 0.0394
(0.005) (0.317) (0.468) (0.304) (0.801)
Degree -0.277+ -1.853 -0.0750 -1.718 -0.311%*
(0.068) (0.309) (0.522) (0.296) (0.032)
Female -0.201 -0.287 0.142 -0.466 0.186
(0.204) (0.789) (0.260) (0.617) (0.254)
Unemployed pre-start -0.538** -0.946 -0.151 -0.696 -0.178
(0.004) (0.143) (0.208) (0.217) (0.204)
Multiple owners 0.717** 3.769+ 0.625%* 3.047 0.394*
(0.000) (0.074) (0.000) (0.106) (0.013)
London -0.343 0.491 0.153 0.502 0.0991
(0.183) (0.393) (0.287) (0.299) (0.527)
North 0.193 2.037+ 0.435* 1.312 0.306
(0.391) (0.094) (0.022) (0.150) (0.157)
Midlands -0.0881 0.0916 -0.0353 0.0297 -0.0931
(0.667) (0.848) (0.813) (0.938) (0.606)
Celtic 0.225 3.467 0.195 3.060 0.143
(0.252) (0.245) (0.237) (0.256) (0.508)
G-I: 0.206 2.971 0.0831 2.306 -0.195
wholesale/retail/transport/acco
mmodation
(0.425) (0.326) (0.713) (0.398) (0.523)
J-N: 0.00144 0.0549 -0.327 -0.0159 -0.365
business/professional/scientific
services
(0.995) (0.939) (0.103) (0.980) (0.129)
O-U: public -0.340 0.934 -0.0636 0.432 -0.405
ﬁdministration/education/healt
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(0.148) (0.332) (0.772) (0.592) (0.152)
Business age 0.0629 -0.836 -0.0325 -1.036 -0.0475

(0.742) (0.553) (0.767) (0.412) (0.713)
Business age squared -0.00722 0.0188 0.0184 0.0521 0.0310

(0.866) (0.777) (0.393) (0.419) (0.111)
Observations 691 864 331 863 234
No. of groups 381 444 190 444 129
R-squared (within) 0.244 0.101 0.058 0.097 0.127
R-squared (overall) 0.159 0.031 0.238 0.026 0.205
R-squared (between) 0.148 0.040 0.211 0.036 0.198
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Note: p-values in parentheses (+ p<0.10 * p<0.05 ** p<0.01)
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Annex B: Further sensitivity analysis

This annex provides a set of further sensitivity analysis that has been completed on the impact
and value for money analysis. For clarity, the Annex focuses on Economic Costs only. The
sensitivity analysis has been undertaken focused on adjusting both benefits (related to the level
of non-deadweight for new start-ups in the self-reported analysis), and costs (related to the
costs identified by Delivery Partners).

Sensitivity on start-up additionality

The Table below presents a sensitivity analysis taking into account evidence from the
econometric analysis on the effect of the programme on the start-up rate, specifically the
findings of a 13% uplift in the chance of starting-up amongst the beneficiary group relative to
the comparison group.

This 13% has been used as a proxy to adjust the assumption in the ‘main case’ for the beneficiary
survey cohort that all turnover for beneficiaries that indicated their business would not have
started-up without the programme is additional (i.e. those individuals that started-up a new
business that stated ‘The business would not have been started at all’), to an assumption that
13% of the turnover is additional. Note than no changes have been made to those beneficiaries
that identified partial analysis in the Year 2 survey, or for beneficiaries who came to the
programme with an (early-stage) existing firm. The analysis leads to lower overall GVA figure
(reducing by around a quarter), however, the BCR remains positive at 2.2:1, compared to the
main case of 3.0:1.

Benefit
Economic costs GVA benefits Cost Ratio
(€309) (£k) (excluding

multipliers)

Main case (Survey cohort only) 1,400 4,227 3.0
Sensitivity case: non-deadweight at

13% for ‘fully additional’ new start- 1,400 3,126 2.2
ups

Sensitivity on Delivery Partner costs

The Table below presents a sensitivity analysis taking into account evidence from the Delivery
Partner survey that the actual costs of delivering the programme are higher than the finance
provided by SULCo. Care is needed here given the flexibility in the programme, Delivery Partners
are able to deliver the pre-application and mentoring support to different levels of intensity, and
via different methods (e.g. face-to-face, as opposed to online), which will have implications for
costs.

As noted in the report, 15 of the 23 Delivery Partners that completed the online survey indicated
that the finance provided by SULCo did not cover the full cost of delivering the programme (and
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eight that it did). The Delivery Partners that indicated the non-lending costs did not cover the
costs of delivering the programme accounted for approximately 1,600 loans in the evaluation
period. Delivery Partners that indicated the finance provided did cover the costs accounted for
approximately 1,400 loans. Weighting the data by the number of loans delivered in the
evaluation period, and (where relevant) the shortfall per loan identified in the survey, suggests
an average ‘short-fall per loan’ of around £170. Equivalent analysis focused on the Year 2
beneficiary survey cohort only indicated a ‘short-fall per loan’ of £118. To provide a sensitivity
test, the upper value has been used, with £170 added to the non-lending costs per loan in the
value for money model.

The analysis leads to a marginally higher overall cost for the programme for the Year 2
beneficiary survey group (c.£50,000 in discounted Economic Costs), reducing the BCR slightly
to 2.9:1 from the main case of 3.0:1. Note that there was no evidence from the evaluation that
the non-lending costs may have been lower than those assumed in the model: a run of the
analysis assuming a lower cost has therefore not been undertaken.

Benefit
Economic costs GVA benefits Cost Ratio
(€309) (£k) (excluding

multipliers)

Main case 1,400 4,227 3.0

Sensitivity case: non-lending costs
increased to reflect potential full costs 1,454 4,227 2.9
of programme delivery
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Annex C Findings from the Year 2 Delivery Partner
Survey

Introduction

This annex analyses the results of an online survey sent to all Deliver Partners (DPs) involved
the programmes. In total, 23 DPs responded to the survey; as noted in the main report one of
the DPs offered only partial responses; these have been included in the analysis where relevant,
however in most cases the results are based on 22 responses.

Changes to delivery methods
Pre-application support

The survey results indicate that in the main, pre-application support delivery remains unchanged
from the previous survey. A total of 19 respondents were DPs at the time of the Year 1 survey.
Of these, the majority (15) stated that the business topics covered in the pre-application support
have remained unchanged over the last 12 months. Of the respondents that reported a change
in the topics covered, most selected ‘Other’ as the new topic covered. Examples of this ‘other’
additional guidance included trademarks and intellectual property, marketing, book keeping, and
legal requirements.

The format of pre-application support delivery remains largely unchanged amongst these 19
respondents. Only four noted a change to their delivery format with all pointing to a movement
to one-to-one based delivery, either by phone or in person. These formats were the most
frequently cited delivery options in the Year 1 report. Four respondents also said that those
delivering the support had changed with all saying that they now made more use of their own
staff. Again, this was the most popular avenue in the Year 1 DP survey.

Three DPs were not involved in the programme at the time of the Year 1 report. Nevertheless,
all three provide guidance on business plans and cash flow forecasts which were also the two
most frequently cited topics in Year 1 DP survey. All three providers also deliver their support
one-to-one, either by phone or face-to-face, with their own staff being responsible for providing
the support. The basic pre-application delivery approach and format amongst these ‘new’
providers are therefore in line with those of the more established providers.

Table C-1: Do you tailor your pre-application support offer based on the needs of particular
groups or types of individual? If yes, please explain how you tailor the support and to which
particular groups or types of individual?

Answer Number of respondents

Yes 15
No 7
Total answering 22
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Respondents were also asked whether they tailor support based on the needs of particular
beneficiaries. As shown above, approximately two-thirds do. Four DPs said that they provide
support by telephone, email or Skype to help provide a more an offer that is more flexible in
terms of time and geography. Three mentioned that they specifically choose one-to-one support
to help ensure that support is tailored.

Mentoring

As with the pre-application support, delivery of mentoring support has changed little over the
last 12 months amongst respondent DPs. Only two of the 19 respondents said their method of
delivery (e.g. one-to-one vs groups, and face-to-face vs online) has changed. However, five
stated they now use different individuals to deliver mentoring. Of these five, four pointed to
using their own staff more for mentoring. Two also said they were also now using paid
contractors and volunteers in addition to their own staff.

As shown below, the survey indicates some issues in terms of mentor capacity for DPs. The
surveyed indicates that issues of accessing an appropriate ‘quantity’ of mentors rather than their
‘quality’ appears to have been the issue for most DPs that have experienced issues. Individual
DPs made comments around the difficulties in finding mentors with the specific knowledge and
experience requested by mentees, and the trouble in finding mentors to cover the full geographic
area covered by the DP. Three DPs said that they had experienced capacity issues in terms of
both the quantity and quality of mentors.

Table C-2: Has your organisation experienced any capacity issues (in terms of quantity or
qguality) in relation to delivering mentoring support in the past 12 months?

Answer Number of respondents

Yes — quantity 10
Yes - quality 4
No 11

DPs were asked what made for effective delivery of mentoring support. A range of responses
were provided, but a common theme was having good quality mentors who were well-engaged
with the programme and its beneficiaries. One DP for instance spoke of how "mentoring works
well when the mentor is fully engaged” while another described how they “have an excellent
core of volunteers who area passionate about the scheme and about business.” Another
commonly cited area was having a flexible delivery approach: offering mentoring by emails,
telephone, and Skype as needed in order to ensure that beneficiaries remained engaged with
their mentor.

Some respondents also provided feedback on what tended to negatively affect the delivery of
mentoring. Seven respondents spoke about problems in getting businesses to take-up mentoring
support in the first place. One DP summarised the situation as follows: “Getting applicants to
engage with the mentor can be a struggle as they are busy starting their new business” while
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another highlighted the difficulty in "Encouraging people to stay in regular contact rather than
just reaching out to the mentor when they have a problem.”

Wider support offered

All but one of the DPs provide some form of support to beneficiaries after they have completed
the programme-funded mentoring. The types of support provided are shown in more detail
below. As indicated, the most commonly offered follow-on support is the signposting to other
forms of finance and other sources of business support. A number of DPs indicated that they
provide ‘other’ forms of support, which included invitations to events and networking forums,
and access to growth hubs.

Table C-3: Does your organisation offer any of the following kinds of support to individuals
supported by Start Up Loans after they have completed the mentoring funded by the
programme?

Answer Number of respondents

Further mentoring support (not funded

by Start Up Loans) 9
Follow-on finance 12
Signposting to other sources of finance 17
Sigr)posting to other sources of 18
business support

Other types of aftercare 5

The programme’s importance to DPs

Only two DPs said that they were not involved in activities other than Start Up Loans. Eleven
DPs said they provided other forms of finance (including equity and mezzanine as well as loans),
and eight that they offered other forms of business support or mentoring, with three of these
being involved in the Start & Grow programme based in the East Midlands.

DPs were asked to estimate what proportion of their time is spent on activity related to the Start
Up Loans programme. As shown in the table below, half (11 of the 22 DPs), indicated that Start
Up Loans accounted for at least 50% of their time. This is higher than the corresponding one for
Year 1, (at around a quarter); This may suggest that the involvement in the programme has
become more time-consuming for DPs, although it may also reflect that those DPs that remain
part of the programme, and responded to the survey, are more likely to spend a high proportion
of their time on delivering the programme.

153



Research Report

Table C-4: Broadly what proportion of the time spent on delivering activities is accounted for by
Start Up Loans?
Answer Number of respondents

0-25% 3
26-50% 8
51-75% 4
76-100% 5
Total answering 20

As shown below, for nearly half of the respondent DPs surveyed, Start Up Loans is essential to
financial sustainability. This is a substantial increase in the figures from the Year 2 survey where
under a fifth provided this response again this may reflect the rationalisation in the number of
DPs, and the importance of the programme to those that remain DPs. The programme was also
regarded as essential/very important to 20 of the 22 DPs in terms of achieving the organisation's
objectives relating to society/community.

Table C-5: How important is the Start Up Loans programme to your organisation in terms of
financial sustainability?
Answer Number of respondents

Essential 10
Very Important 7
Somewhat Important 5
Slightly Important -
Not Important -
Total answering 22

Table C-6: How important is the Start Up Loans programme to your organisation in terms of
achieving your organisation’s society/community?
Answer Number of respondents

Essential 10

Very Important 10
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Somewhat Important 2
Slightly Important -
Not Important =

Total answering 22

Referrals and applications

As shown in the table below, DPs have relied on a wide range of different sources to help
generate leads and referrals for their own provision of the Start Up Loans programme. Two
however, stand out as being particularly important: direct marketing by the DPs themselves,
and referrals from the national website.

Table C-7: How important are the following sources in generating referrals/leads to your
organisation for support from the Start Up Loans programme?

Not at all Slightly Moderately Very important
Answer important important important

Referrals
from the
national
website

1 5% 0 0% 2 9% 19 86%

National
marketing 0 0% 3 14% 9 41% 10 45%
campaigns

Marketing
delivered by
your 0 0% 2 10% 4 20% 15 71%

organisation
67

Referrals
from other
public sector 3 14% 2 9% 5 23% 11 50%

programmes
68

67 Figures exclude one ‘Don’t know response.’

68 Figures exclude one ‘Don’t know response.’

155



Research Report

Referrals
from the
private 1 5% 3 14% 7 32% 11 50%
sector (e.g.
banks)

Referrals
from social /
community
groups

3 14% 4 18% 10 45% 5 23%

Social media | 3 14% 4 18% 7 32% 8 36%

Referral from
another 3 14% 3 14% 7 32% 9 41%
beneficiary

The conversion rate of these referrals/leads to an application and then to a loan has varied
widely, as shown below. Table B-7 sets out the self-reported conversion rates from SUL national
website referrals to an application. One respondent reported claimed that 91-100% of referrals
and leads resulted in an application but for over half the respondents, (13) the referral to
application conversion rate was less than 20%.

A similar picture is also seen in the conversion rate of applications received to applications being
successful. As before, there are only one or two instances of DPs reporting that the majority of
applications actually go on to receive a loan: two respondents said that 61-80% of applications
were successful. The majority however, said that their conversion rate was much lower with
nearly two-thirds of respondents (14) saying that less than 21% of applications received were
ultimately successful.

Table C-8: Approximately, what proportion of these referrals/leads have led to an application?

Answer Number of respondents

0-10% 8
11-20% 5
21-30% 3
31-40% 2
51-60% 2
91-100% 1
Don’t know 1
Total answering 22
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Table B-8: And of those applications you have received, approximately what proportion were
successful?

Answer Number of respondents

0-10% 9
11-20% 5
31-40% 2
41-50% 2
51-60% 1
61-70% 1
71-80% 1
Don’t know 1
Total answering 22

In terms of the reasons why loan applications may not have been successful, three factors were
particularly frequently cited by the respondent. As shown in the table below, over three quarters
of respondents said that the viability of the underpinning business idea was a major reason for
rejecting applications and is therefore a real concern across many of the respondent DPs. Two
other factors were each cited by ten respondents: the realism of the cash flow forecast provided
by applicants, and applicants’ poor credit history (cited in ‘Other’ answers).

Table C-9: For those applications that are unsuccessful, what are the three most common
reasons why the application does not succeed?

Answer Number of respondents

Viability/realism of the underpinning

business idea 2
Quality of the business plan 4
Viability/realism of cash flow forecasts 10
Quality or coverage of the market 1
research

Quality or coverage of the competitor 0
analysis

Business experience if the applicant 5
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Skills and capabilities of the applicant

Scale of finance required to make the

business plan viable

Don’t know

Other

Programme outcomes

13

Respondents were asked to provide their thoughts on how far the programme had helped
generate different programme outcomes. As shown in the table below, the respondent group
has identified two central outcomes that SUL has been important in helping achieve. Of the 22
DPs, 20 said that the programme had ‘to a large extent’ helped create new businesses that would
not have been started otherwise.

Answer

To a large

extent

No.

%

To a

moderate

extent

No.

%

To a small

extent

No.

%

Not at all

No.

%

Table C-10: To what extent has the programme led to the following outcomes?

Don't know

No.

%

Total
number of
answers

Creation of new
businesses that
would not have
started
otherwise

20

91

22

Improved

chances of
survival of
businesses

10

45

11

50

22

Growth of
businesses, in
terms of
employment
and/or turnover

23

16

73

22

Development of
new skills
relating to
business by
individuals

23

14

64

22

Improvements
in confidence
and attitudes to

12

55

32

14

22
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entrepreneurshi
p of those
supported

Improvements
in the
employment
prospects of
those
supported

10 45 |9 41 3 14 |0 0 0 0 22

The feedback from DPs on which groups or cohorts may have benefited more from involvement
in the Start Up Loans programme varied. Six DPs explicitly said there was no one beneficiary
group that had particularly benefited from the programme. Where DPs did cite groups that had
gained more from the programme than others, again there was no consistent group identified.
Two DPs identified female entrepreneurs (as self-employment and home-based businesses gave
greater flexibility for a reasonable work/life balance, and helped to minimise outgoings), with
other DPs identifying other groups including the long-term employed, and individuals looing to
start-up/develop retail businesses.

The pre-application support stage was regarded by a plurality of DPs as the most important
aspect of the programme in delivering these outcomes, with the financial support also commonly
cited. Mentoring was less prominent in the responses in the Year 2 survey (as was the case with
the Year 1). This may reflect in part some of the issues that DPs have faced in delivering
mentoring, and more broadly the time-paths to impact of mentoring.

Table C-11: How would you rank the elements of the support in terms of their importance in
generating these outcomes overall, i.e. which element of the programme is most important?

1 = Most 2 = Second most 3 = Third most Total number of
important important important answers
No. % No. % No. %

i Gl IO 13 62% 5 24% 3 14% 21
support
P 7 33% 9 43% 5 24% 21
support
Mentoring

2 9% 7 32% 13 59% 22
support

DPs were generally positive regarding the extent to which the programme has led to changing
perceptions of enterprise and entrepreneurships. Mostly this was cited as being a ‘word of mouth’
effect i.e. as more organisations became aware of the programme, society becomes more
familiar of the barriers to enterprise and how these can be addressed. One DP remarked: “It js
slowly changing the common misconception that it is impossible for start-ups to achieve finance.
This is reflected in the conversations I have at networking events.” Another commented on how
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SUL had helped demonstrate to more people that starting a business was a viable option for
them.

Table C-12: Do you think that the Start Up Loans programme has led to changing perceptions
of enterprise and entrepreneurship amongst the wider population in the UK?
Answer Number of respondents

Yes, to a great extent 6
Yes, to some extent 13
No, not at this point 3
Total answering 22

A majority of DPs also thought that SUL had helped change perceptions of financing start-ups
amongst the mainstream finance sector. However, support for this notion was far from universal.
Four DPs described how elements of the finance sector (including the CDFA sector and
mainstream banks) still had poor knowledge of the programme and how this was affecting the
number of referrals they received. One DP for instance remarked about there were “Very few
referrals and general lack of knowledge of the scheme when speaking to banks and other
lenders.”

Table C-13: Do you think that the Start Up Loans programme has led to changing perceptions
of enterprise and entrepreneurship amongst the wider population in the UK?
Answer Number of respondents

Yes, to a great extent 6
Yes, to some extent 15
No, not at this point 1
Total answering 22

DPs were also asked ‘Have there been any other outcomes of the programme, either positive or
negative, not captured above?’ Six DPs offered a response, with answers including improved
confidence amongst beneficiaries, and offering an accessible funding stream for businesses. A
number of DPs identified issues related to the management of the programme (e.g. interest
rates not being competitive, and the credit criteria being too strict) but these do not cover
outcomes for programme beneficiaries.

Arrears

DPs were asked to provide their perspective on the most important factors that influence whether
an individual is in arrears on their Start Up Loan. A range of factors were identified including not
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taking up the programme’s mentoring offer (cited by three), a poor credit history (cited by four),
and adverse unforeseen events (cited by five). However two factors were frequently: poor sales
and (cited by eight) poor cash flow and/or financial planning (cited 10); this suggests a strong
observed/perceived link between business performance and loan re-payment (as may be
expected).

Programme costs

Across the DPs responding to the survey, pre-application support accounted for the largest share
of expenditure of the non-lending finance provided to DPs (i.e. money paid to DPs by SULCo to
meet the costs of programme delivery and administration, excluding capital for lending); an
average of 41% across the 22 DP respondents to the survey. Administration accounted for nearly
a quarter of non-lending finance expenditure, with an average of 23%.

Consistent with the findings from the Year 1 DP survey, the feedback indicated that for a
significant proportion of DPs, the non-lending finance did not cover in full the cost of delivery
the programme, as shown in the Table below. Eight of the 22 DPs did not respond to this
question.

Table C-14: Thinking about the costs of delivering the non-loan elements of the programme,
over the past 12 months what proportion of these costs are covered by the non-lending finance
provided to you by the Start Up Loans Company?

Answer Number of respondents

0-10% 1
11-20% 0
21-30% 3
31-40% 0
41-50% 2
51-60% 1
61-70% 3
71-80% 3
81-90% 0
91-100% 1
Total answering 14

Eleven DPs provided an estimate on the funding shortfall ‘per loan’ that they experienced in
programme delivery: this varied from £100-£199 to £500+ per loan, Respondent DPs filled this

161



Research Report

funding gap in two main ways: relying on their own finances and revenues, or diverting money
they receive from other contracts.

When asked to explain why programme costs were higher than the amount provided by non-
lending finance, nine respondents remarked that the intensive nature of support provided,
especially at pre-application stage was a major factor. One DP summarised the situation as
follows: “We work with many clients who are looking to apply but not all complete the process.
We work with all applicants on a one to one basis and have several meetings with each applicant
to complete the application process.” A small number of DPs stated that in their view, the
administrative burden of the programme was high, leading to a shortfall again the costs of
delivery.

There was no consistent feedback on whether this issue (of the non-lending finance not covering
delivery costs) has become more or less of an issue over the past 12 months, and in most cases
(8 of 14), DPs indicated that there was no change.

Table C-15: Has this shortfall become more or less of an issue for your organisation over the
past 12 months?

Answer Number of respondents

Less of an issue 2
No change 8
More of an issue 4
Total answering 14

Programme satisfaction and potential improvements

There was considerable diversity in the responses on the main achievements of the programme
in the past 12 months. Two themes were prominent: supporting new businesses that might not
otherwise have had a chance to develop (referenced by nine respondents), and the improved
provision of finance across the country (cited by five).

In terms of programme delivery, one of the areas that seemed to worked well over the last 12
months has been the introduction of the EKYC platform which according to five respondents, has
helped to ease paperwork burdens both on the DP and clients. One respondent summarised this
as follows: "EKYC has reduced level of paperwork for both DP and client and helped turn around
loan applications in a shorter period of time.” Four respondents also spoke about how well they
believed a tailored and/or one-to-one based support at pre-application stage had been a notable
feature of programme delivery over the past year.

There was also a range of responses in terms of what has worked less well over the last 12
months. Three issues stood out in particular: staff turnover at SULCo leading to some issues in
terms of continuity; a reduction in application numbers and quality; and increased administrative
requirements.
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However, amongst the DPs surveyed, satisfaction with the programme and SULCo was generally
high, especially so with the management of SULCo.

Table C-16: How satisfied are you with the following aspects of the programme?
Answer Total

Very . . . e Very number
satisfied Satisfied Dissatisfied ;. catisfied | of
answers

No. % No. % No. % No. %

The overall delivery 4 19% |17 | 81% |0 0% |0 0% |21

model

The requirements placed

on Delivery Partners

(support types, 4 18% | 17 77% | 1 5% |0 0% | 22

monitoring information

etc.)

The management of the

programme by SULCo,

ncluding the information | ;| 330, | 13 6205 |1 | 5% |0 0% |21

/ support / guidance

provided to Delivery

Partners

In terms of improving the programme, the most common message were around changes to the
management and administrative systems underpinning the programme: these issues are being
addressed by SULCo. Some specific comments are set out below:

"It would be a big help if all common documentation was standardised. Hopefully the common
application form will mean less duplication and a direct link between CRM and BFS would reduce
the amount of time and work we spend on inputting client details. Regional advertising would
help raise the profile of the scheme.”

"Reduce constant changes to minimum standards and credit policies. Should be changed 1 per
year at a minimum so DP's can prepare properly for changes.”

“"Allocate more funding to deliver, or manage more of the administration centrally e.g. bank
checks, credit checks, document checking.”

“Important changes presented by way of weekly updates can sometimes be lost amongst all the
other data. It would be helpful if these could be presented separately alongside updated policy

and procedures.”

“"Greater consultation with DPs about probable changes might allow bad decisions or inefficient
processes to be avoided.
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Annex D: Method to identify self-reported
deadweight

Overview

The initial estimate of self-reported deadweight involved developing a non-deadweight ratio at
the level of individual respondents to the beneficiary survey. This respondent-level approach was
undertaken to ensure that the additionality and subsequent impact analysis accounted for the
following:

e The range of programme support in terms of scale and nature taken up, enabling a
segmented treatment of deadweight by these key factors. This ensured that the
impact assessment accounted for the scale of benefits associated with different
beneficiaries.

e Multiple elements of partial additionality for some of the beneficiaries (that is where,
for example, the effects of the programme were on both the scale of the business
developed and also the timing of when the business was developed).

The individual-level ratios were applied to the data on gross firm-level benefits (e.g. turnover
generated and employment created) to provide net outputs/outcomes (before taking into
account displacement that was considered separately in the value for money model drawing on
the survey findings). Note that the findings on finance additionality from the Year 1 analysis
(that is closely linked to outcome additionality) were not used in the analysis on deadweight.
However, financial additionality is accounted for in the value for money model when considering
economic costs in line with standard practice and guidance from the British Business Bank.

Detailed method

The respondent-level non-deadweight ratio was based on respondents’ answers to a survey
question on whether or not the business would have started/developed at the same time, scale
and quality without Start Up Loans. The question used in the Year 2 survey was the same as
that used in Year 1 to ensure consistency between the two waves of data. Respondents that
identified full non-deadweight (i.e. the business would not have started/up developed at all
without the programme) were given a non-deadweight value of 1, and respondents that
identified full deadweight (i.e. the business would have started/developed at the same time,
scale and quality without the programme) were given a non-deadweight value of 0.

If the respondent stated that the business would have started/developed, but at a different
scale, non-deadweight was considered based on the responses to a follow-up question on the
estimated scale of the business, at the point of the survey, if no support had been received from
the programme. The options presented and ranges used in the analysis are set out below. For
example, where a respondent stated that without the programme the business would have been
‘Less than 25% of current size’, non-deadweight was assumed to be 0.875 (i.e. 87.5% of the
turnover was additional to the programme).
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Table D1: Scale effects assumptions

Roughly how large would the business be now in terms of Non-deadweight

turnover? value
Less than 25% of current size 0.875
25-50% of current size 0.62
51-75% of current size 0.37
76-100% of current size 0.12

If the respondent stated that the business would have started/developed at the same scale, but
at a different time, the acceleration brought about by Start Up Loans was considered based on
a follow-up question on how much longer it would have taken for the business to start-up or
develop. The options presented and ranges used in the analysis are set out below. For example,
where a respondent stated that without the programme the business would have started-up over
2 years later, non-deadweight was assumed to be 0.75 (i.e. 75% of the turnover was additional
to the programme). It is worth noting that identifying the impacts of timing effects are
challenging and there may be long-term effects over a long period of time (e.g. in two or three
years’ time a business that was brought forward by say 1-3 months may still be 1-3 months
behind where it would have been without the intervention, meaning there is an on-going benefit).
The approach adopted accounts for this uncertainty and reflects that this is an initial estimate of
deadweight that will be added-to as the evaluation progresses with more robust data on the
benefits of the programme.

Table D2: Timing effects assumptions

Approximately how much longer do you think it would have Non-deadweight
taken you to start up/develop the business, if you had not value

been involved with Start Up Loans?

Less than a month 0.00
1 to 3 months 0.15
4-6 months 0.30
7-12 months 0.45
Over 1 year but up to 2 years 0.6

Over 2 years 0.75

In some cases respondents stated that the business would have started/developed at a different
time, and at a different scale. In these cases the scale and timing non-deadweight ratios were
aggregated, and if the combined value equalled over 1, a non-deadweight ratio of 1.0 was

165



Research Report

applied. The survey also provided individuals with the opportunity to identify quality additionality
(i.e. the business would have started but would have been of lower quality). Quality additionality
has not been included in the quantitative analysis where other additionality evidence was
provided. However, where respondents only identified quality additionality, a ratio of 0.25 has
been applied, to reflect that the programme has delivered a level of additionality (so a value of
0 would be unreasonable), but that this is at a modest level. Where respondents responded
‘Don‘t know' to the questions on forms of additionality, a value of 0.5 was applied as a mid-point
between full- and non-deadweight.

This analysis provided each respondent with a non-deadweight ratio. This non-deadweight ratio
was then applied to the gross turnover data to estimate a net value (before accounting for
displacement). For example, if Respondent X reported gross turnover of £50k, and had a non-
deadweight ratio of 1, the net turnover for that respondent would be £50k. If Respondent Y
reported gross turnover of £50k, and had a non-deadweight ratio of 0.62 owing to scale effects,
net turnover would be £31k. The gross and net data across all relevant survey respondents
were then aggregated to generate an overall deadweight ratio for the survey cohort.
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Legal Notices

British Business Bank plc is a public limited company registered in England and Wales
registration number 08616013, registered office at Foundry House, 3 Millsands,
Sheffield, S3 8NH. As the holding company of the group operating under the

trading name of British Business Bank, it is a development bank wholly owned by

HM Government which is not authorised or regulated by the Prudential Regulation
Authority (PRA) or the Financial Conduct Authority (FCA). BBB operates under its
own trading name through a number of subsidiaries, one of which is authorised and
regulated by the FCA.

British Business Finance Ltd is a wholly owned subsidiary of British Business Bank plc,
registered in England and Wales registration number 09091928, registered office at
Foundry House, 3 Millsands, Sheffield, S3 8NH. It is not authorised or regulated by
the PRA or FCA.

British Business Bank Investments Ltd is a wholly owned subsidiary of British Business
Bank plc, registered in England and Wales, registration number 09091930, registered
office at Foundry House, 3 Millsands, Sheffield, S3 8NH. It is not authorised or
regulated by the PRA or FCA.

British Business Financial Services Ltd is a wholly owned subsidiary of British Business
Bank plc, registered in England and Wales registration number 09174621, registered
office at Foundry House, 3 Millsands, Sheffield, S3 8NH. It is not authorised or
regulated by the PRA or FCA.

Capital for Enterprise Fund Managers Limited is a wholly owned subsidiary of British
Business Bank plc, registered in England and Wales, registration number 06826072,
registered office at Foundry House, 3 Millsands, Sheffield, S3 8NH. It is authorised
and regulated by the FCA (FRN: 496977).

British Business Bank plc and its subsidiary entities are not banking institutions and
do not operate as such.

A complete legal structure chart for British Business Bank plc and its subsidiaries can
be found at www.british-business-bank.co.uk.
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