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Application Process

Answer 5 Questions
(+ appendices)

Complete Project
Finances

[X] Unsuccessful

Feedback

Project Business and Financial

Submit by Deadline

Scope / Eligibility

[X] Unsuccessful
check

= Eligible

Innovation Initial Credit
Assessment ‘*‘ Evaluation
[4] Above threshold [ Progress (Business)

(Project)

Detailed Credit Evaluation Due Diligence
& Loan

[X] Unsuccessful and Management [ Loan offer
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Complete Business
and Finance Questions

Complete Business
Financial Spreadsheet

[X] Unsuccessful Feedback

Loan
Drawdown

Presentation Documentation




We are looking for businesses who can demonstrate that their
Innovation activities have the best potential for future growth

What Jour appliction il be evaluaied on

« the quality of your project

a re We « our judgement on the suitability of your business to receive a
loan
|
I o o kl n g We look for applications that show:

« an appropriate and evidenced borrowing proposal from a

itable busi
for? suitable business

« a high quality later-stage R&D project
« a clear route to commercial success
« a strong management team ’

« why you need additional public funding in order to be able to
carry out your project ,

« why you are unable to fund the project from your own,
resources or other forms of private-sector fundigp




Credit Process

Detailed
(o Evaluate on credit A (o Company presents to\
application alone S de with the Credit
o c
e External diligence ontact s made wi Committee
company
systems , _
e More information
requested

Initial Credit g P Management
Review Presentation

At each stage Credit Committee will provide the final

Innovate decisions whether to progress or to decline.
UK




Overview

Application Assessment and Detailed Management
Information Initial Credit Evaluation Evaluation Presentation

Innovation

Project P I
roject Proposa Assessment

Business & Initial Credit Credit Detailed Credit Customer Credit

Financial Evaluation Committee Credit Committee Presentation Committee
Information

1. 2. 3. 4,

At request of Credit
Committee

B Customer input
Independent assessment

% Innovate B Credit evaluation
VK @ Decision point

Combined decision point




Credit evaluation

Cannot prove ability mpar Cannot prove

to repay need

/Key questions to consider: \ /Key questions to consider:\

- Is there sufficient equity Credit Specialists are looking for you to - Can the project
capitalisation to support the show that you: be funded at this time
overall business? v" will be able to pay interest each from private market

- Is the funding strategy quarter sources?
adequate? v" will be able to repay the loan on - Would the same level of

-  When does the business time R&D happen without
generate revenues and/or v' need public funding the Innovation Loan?
breakeven? \ /

- Does the business maintain \ /

k sufficient liquidity (cash)? j
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1. Initial Credit Evaluation

1 2 3
Recommend
/\7| ﬁ F l‘ " Q Marginal Recommend
il &—
Full / Limited review Due diligence Strengths / Weaknesses &
High level financial
analysis.
Early Metrics independent  We conduct a number of The whole application is
ratings methodology scores flag checks identifying marked for positives and
an applicant’s business amber and red risk factors. negatives, forecast
answers out of 100. We These are sourced from covenant adherence,
assign a credit risk rating Internal and public sources. liquidity and capital
based on an internal Cumulative ambers can strength. A final report is
methodology. We identify mark down a case. Red prepared for decision at
any <40% and below flags result in a decline. committee.

CCC+ for a low scoring
review.



- - -
Full / Limited review Innovate
UK
usually 40%
Early Metrics Score:
} Team & company 33% - Technical & product 49% Finance & 32% Commercial 22%
‘ structure: .' development: e Funding: ' activity:
AY|
y \  Und N CCC generally is
anual Underwritin : .
8 outside appetite.
0.8% 1.1% 1.4% 1.7% ely to provid 3 3
T T st o
€C0| IC or ngcircul ICES are more
« Operating * Operating « Insufficient capitalization o M% L 2 o 7 e e R
commitments.

profits losses cash on * Inadequate 0.9% 2.0% 3.1% 4.2% 5.3% 6.3% 71% | SMEis LESS VULNERABLE i the near term thn otherlowerrated SWEs.
o Surplus cash o Sufficient balance sheet funding 1.6% 3.5% 52% 6.8% 8.4% 9.8% 10.7% m"""“‘m";‘ b s ﬂ:';"m
ot cash on o Additional strategy 28% 5.5% 7.9% 9.8% 119%  135%  146% having ireequate capacty to meet tsfinancial commitments

. . ; 47% 8.4% 11.6% 13.9% 16.1% 17.9% 19.1%
couybeing _balancesheet equity LENC TN
raised upfront e Follow on require will likely impair the SME’s capacity or wilingness tomeet ks financial
equity being above What is 11.6% 16.6% 21.0% 24.0% 27.1% 29.2% 31.0% commitments.
raised in application 17.4% B.2% 2.6% 32.5% 36.3% 39.0% 41.4%

26.0% 32.5% 39.0% 43.9% 48.8% 52.0% 55.3% 0
51.0% 57.0% 62.4% 66.2% 69.8% 72.1% 743%



lelted reVIGW {?l?ovate

EM Rating Manual Underwriting

~A

EM Average score below ‘ or CCC+ or below
M1 -

The Early Metrics business survey scores a Given the nature of the applicants they

company across team & company structure typically do not have a formal credit risk

/ technical and product development/ rating. In this instance we assign one

finance and funding and commercial based on our internal methodology. CCC+

activity. Back testing of the data found and below mean no revenues, inadequate

those which scored cumulatively <40% capitalisation, inadequate funding strategy.

Ine decision.

typically resulted in a de

: N\
_=l-!--ll/
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Applicants that have been identified early in the credit analysis process as being of potentially lower
guality and/ or outside our normal credit risk appetite are not declined outright. These proceed to a
low scoring review which is intended to be a less intensive analysis.

« The financials are analysed for typical IUKL covenant compliance — Liquidity and DSCR.

« The application is reviewed looking for evidence that would warrant further consideration by the
credit committee. There are three areas which are considered key

1. Strong management team — Reviewed as per the lending manual looking for technical }“
gualifications, track record, experience and depth/ breadth.

2. Clear route to commercial success — Has the applicant detailed a strong link to first sales, /4
market entry. This may be through a signed partnerships, offtake agreements and pilots / trials with aa
expected first customers etc.

3. Capital or Equity Raises - Does the applicant indicate in the business survey that the business Le’
has secured equity investment or will secure it in the next 12 months which has been omitted from
the financials.

The credit recommendation is submitted to the delegated members of the credit committee.



Flag checks.

N o |-2

Funding Amount: Organisation Type:

Submitted both parts A & B:

Non UID: Eligible project costs:

Status: h

No liquidation / Winding Up?

No proposal to strike off?

UK Incorporation?

Establishment:

established?

 True J
Dormant or yet to be

Three years old (or will be
in 12 wks)?

TOTAL COUNT: Amber Flags: 2

Red flags: 0

Directors: “ Adverse Data:

No CCJ's >£5K satisfied, or

No disqualified? (At level of > £500 unaatisifed

undertaking)

No CCJ's <£5k that are

No individual IVA or bankruptcy satisfied?

sanctions?

There are no CCJ's <£500 that

Business has more than one e
are unsatisfied?

director?

No evidence of litigation re the

No linked entities (inc
ublic purse?
directorships) in administration? m P P

No evidence of other ongoing

Directors / shareholders in litigation?
application match companies

house?
) business?
No directors associated or m

A / ?
employed with IUKL/IUK? Rating -Unadjusted Moodys

rating is between BBB and

. ) e
No PEP's have been identified?  True CCCH?

*No impact on flag result

Result - Validate analyst triage recommendation

No evidence of sanctions re the

Innovate
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Utilises internal and
external data sources

In this case the two
amber flags identified
did not adversely affect

the decision



Positives & Negatives / High level financial Innovate
analysis. n

Positives & Negatives

Positives:

Negatives:

Sourced from the
application and any other
sources available.

High level financial analysis

Comments are made on
* Interest cover ratios / Debt service cover ratios the following areas based

* Liquidity / Affordability on current & forecasted
* Liquidity and Leverage ratios positions.
* Cashflow comments




2. Progress Panel

If an application is If an application is
recommended and marginally

above the innovation recommended and not
quality line (typically in the bottom quartile of
70%), it proceeds. those above the

innovation quality line
draw (long run average
74%) , it proceeds.

If an application is
declined, it will not

marginally declined and proceed (even if it is
in the top quartile of .scoredt. )hlghly on
those above the Decline innovation). :
innovation quality line If an application is

draw (long run average below  the  quality
80%), it proceeds. threshold (c70%) or has

a majority of assessors
% Innovate not recommending, it
UK will not proceed (even if

it is recommended by
Credit).

If an application is




3. Detailed Credit Evaluation

Dl e B

Further Information &
Data

We ask key questions
which came out of the ICE
process and from the
committee. We also seek
some latest Ml from the
business to confirm the
latest position compared to
submission.

Customer Meeting & or Business & financial
Premises visit analysis. Sensitivity and
Stress testing.

We meet with the customer Full report completed

to discuss the business, including a reviewed of the
project and application. We team and company
discuss the forecasts and structure, technical and

the assumptions product development and
underpinning the financial commercial activity. The
model. financial forecasts are

interrogated and stress and
sensitivity tests applied.
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Credit Risk Analysis

The 5 ‘C’s of Credit

1.

Character (credit history)

. Capacity to repay (the financial standing of the business)

. Capital (the equity in the business)

2
3
4.
S

Conditions (the terms of the transaction)

. Collateral (your security)

Innovate
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Business Risk Analysis

IP Protection Route to Market Environmental Risk
Supplier Risk
Management
Economic Risk What are the key business risks?
Regulatory
Risk
Investors
Competitors
value P " Distanceto Concentration
alue Proposition Commercialisation (client/asset/product)

Innovate
UK



eam & Company Structure

Management team — breadth, depth, diversity
Qualifications

Technical capability

Investors

Experience

Character

Associated businesses — past and present

YV V V VYV VY VY VY VY

Location — team, sites and project

Innovate
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Innovation Risk Analysis

Value P iti h At what stage is the development-
= develoona this we are looking at late stage R&D,
they developing this

. Bt
service/product? Who wants it? \ / does this feel logical’

Technical and Product Development

What have they developed IUK — Innovation is key. What is
before/ what experience and

next for the firm? Any future
knowledge do they have in developments, are these in
this area?

progress or no plans yet?

v

IP protection/position

Innovate
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4. Management Presentation (optionai step)

Presentation / Slide
Deck

[~

&=

45-minute presentation followed

Summary to credit
committee.

AR 3
1111

At the discretion of the
Credit Committee,
applicants are asked to
prepare a slide deck
which is akin to a
investor pitch deck. It
covers project, problem,
solution, market,
competition, business
model and financials.

L\
Applicants present directly to the
committee. The opportunity is for
them to present why an
Innovation loan is right for their
business and to address any
outstanding concerns to the
members. They also have to
show a thorough understanding
of the financials. The committee
guestion and challenge during
and after the presentation.

A summary of the
presentation and key
guestions asked is
presented to the full
committee. The
application is
deliberated on for a
final time before a
decision is made.

Recommend
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