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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
L(81) 3% 29/01/81
L(81) 4™ Meeting, Item 4 04/02/81
L(81)52 19/02/81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signed @@%t@d Date /1 Mard 20l

PREM Records Team
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Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

House of Commons Hansard 23/01/81
Financial Institutions Columns 575-584

Small Firms Expansion (Inquiry) Bill 16/01/81
HMSO

Signeu%}%daw‘_, Date

PREM Records Team




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 3301

SWITCHBOARD 01-212 7676
Secretary of Stare for Industry

—1 April 1981

The Rt Hon Humphrey Atkins Esqg MP
Secretary of State for
Northern Ireland
Northern Ireland Office
Great George Street
London SW1P 3AJ

aw\ A""'f"“j“

Thank you for your letter of 26 March about the Loan Guerantee
Scheme for small businesses.

T note your wish to see the scheme introduced in Northern
Ireland at an early date. I understand officials here are
waiting to hear from those in the Northern Ireland Office about
how the scheme might be operated there but I should like to
assure you of our full cooperation on this matter.

Thank you also for your comments on the Scheme's coverage.

I am copying this letter to the recipients of yours.




Privy CouncriL OFFICE

WHITEHALL. LONDON SWIA 2AT
Chancellor of the Duchy of Lancaster

9th March 1981
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ASSISTANCE TO SMALL FIRMS 1'5

The Chancellor of the Duchy of Lancaster has seen a copy

of your Minister's minute of 6 March to the Prime Minister

about the proposals to use the Development Commission as the

basis for a 51ngle unified public service organisation bringing
together the Small Firms Service and the COuﬂCll for Small Industries
in Rural APan in a partnership.

The Chancellor has noted that your Department has made no bid in
the current QL exercise for a Bill for this purpose next Session.
A decision on the inclusion of legislation in a future Session
will be a matter for collective decision by QL when your

Minister brings forward a proposal to that Committee, but given
the likely pressures on the legislative programme for the remainder
of this Parliament, the Chancellor of the Duchy is opposed to any
implied commitment about timing being given now either in the
Budget statement, or in the proposed press release. He would
therefore like the third sentence on page 2 of the draft press
release to read "Legislation to this effect will be introduced

at the appropriate time, though the other pressures on the
Parliamentary timetable may mean that this will not be possible
in the near future." Any reference in the Budget statement would,
of course, be made consistent with this amendment.

I am copying this letter to the Private Secretaries to the

recipients of your Minister's minute.
%ﬁ ﬁwfﬂ/

N P M HUXTABLE
Private Secretary

A Willis Esq

Private Secretary
Department ofr Industry
123 Victoria Street
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Mr Kepd’ﬁtl Vel /
PS/Mr MacGregor /E? )

The enclosed letter is from Mr P J de M Rudolf who has the idea of
setting up an advisory service for small firms using the skills and
experience of retired executives, much on the lines of the Small Firms
Service, I have given lir de Rudolf details of the Small Firms Service,
together with & leaflet, and suggested he contacts the Birmingham Centre
if he requires any further information.

ROSEMARY BUCK

Small Firms Division
Room 834 Abell House
211 6018

|2 February 1981




Addressed to:

File No.

Copies to:

PS/Prime Iinister
Miss Mueller

Mr Wright

Mr Kendall -« on file
Mr Plant - SFC B'Ham

(, DRAFT

Mr P J de H Rudolk

8 Dowells CGardens
Wordsley

West Midlands
DY8 5QA

Enclosures :

SFS Leaflet

Originated by:
(Initials and date)

v

¢

Seen by :
(Initials and date)

(My 2

Type for signature of

MR MACGREGOR
(Initials and date)

DEPARTMENT OF TNDUSTRY
The Prime Minister has asked me to thank you for your letter of
1 Februery which has been passed to me for answer in view of my
responsibility for small firms. I was encow::ra.ged to learn of you:r"
concern for the small business sector and of your plans to assist
small fj.ms.

You may be interested to know, however, that advice and assistance
to

is available/both small businessmen and those thinking of starting

in business from the Department of Industry's Small Firms Service,

a leaflet on which is enclosed for yowr information.

The Service is operated through a nationwide network of Small Firms

Centres which provide free information on a wide variety of subjects|

ranging from sources of supply to Govermnment legislation. In

addition to this free information service, a couuselling facility
Ucp wngnced

is provided., Counsellors are retrred—orsomi-retired successful

businessmen who are engaged by the Department of Industry on a

part«time basis to give impartial and confidential advice on
manegement and financial problems to small businessmen and those

Form S5/29 DO NOT TYPE ON REVERSE — USE A CONTINUATION SHEET
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thinking of starting in business, The first counselling session
is free end a medest charge is made for the second and subsequent

sessions,

If you should require any further information on the work of the
Small Firms Service please do not hesitate to contact Mr Ken Plant,
the Manager of the Birmingham Centre, on 021 643 3344, or by
dialling 100 and asking the operator for freefone 2444, I am sure

he would be most willing to assist you with any queries you may

have,

Form SS/29A DO NOT TYPE ON REVERSE — USE A FURTHER CONTINUATION SHEET




6 February 1981

I am writing on behalf of the Prime
Minister to acknowledge your letter of
1 February. This is receiving attention and

a reply will be sent to you as soon as
possible,

M.A, PATTISON

P.,J. de M. Rudolf, Esq,




6 February 1981

I enclose a letter to the Prime Minister
from a Mr., P.J. de M. Rudolf, who believes
that he has identified a gap in the range of
advisory services available to small businesses,
I should be grateful if you could arrange for

a suitable reply to be sent on the Prime
Minister's behalf with a copy to me for our
records in due course.

M.A. PATTISON

A.C.8, Willis, Esq.,
Department of Industry.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 0002
SWITCHBOARD 01-212 7676

Parliamentary Under Secretary of State '8 Office

Miss C Stephens
10 Downing Street
London & February 1981

'{9\2&& (M e\@&- ;

In your letter of 30 January you asked for briefing for the Prime Minister's
meeting on 10 February with the officers of Smaller Businesses Committee.

They have already had separate meetings with the Chancellor of the Excheguer
and the Secretaries of State for Employment, Industry and Health and Social
Sec:u.x':i_'l:;,r'.”e My Minister was present at all except the last meeting, and has met
the officers on several occasions himsélf. We have prepared the attachdd brief
on the basis of the 5ogics identified in your letter, and a number of other
points raised in those meetings. -

We have also drawn attention to the two Private Members Bills currently being
promoted by John Loveridge and John Page because they could well be raised
although both sponsors accept that the Bills will be blocked.

a number of major steps to help small businesses. They believe that without
such measures (and maximum attendant publicity), small businesses will not be
able to make a very great contribution to the reduction of unemployment in the
next two or three years.

/ The Committee are particularly anxious that the Government should quickly take

Copies of this letter and enclosure go to the Private Secretaries to the
Chancellor, and the Secretaries of State mentioned above.

(A&g

A C >
Private Secretary
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CONFIDENTIAL

PRIME MINISTER'S MEETING WITH THE SMALLER BUSINESSES COMMITTEE ON10 FEBRUARY

1 The Committee have indicated that they wish to disouss the following

topics:

A)  LOAW GUARANTEE SCHEME

TS O T
2 With the Chancellor's and the Secretary of State's agreement, the
Department has written to the English and Scottish clearing banks and the ICFC

at official level outlining a possible pilot loan guarantee scheme and a

first meeting with representatives of these bodies was held on 29 January.

3 There has been intense rumour and speculation in the press about this

approach, The present line being taken by the Department is that a loan

]
guarantee scheme is one of a number of options currently under consideration

to improve the flow of funds to gmall businesses. The Department is just
beginning confidential consultations with a number of financial institutions
as part of its evaluation of a scheme but we have stressed that Ministers
have yet to reach any firm conclusions about introducing such a measure.
John Loveridge is concerned that the package as reported might be too small
to have a major impact — the Prime Minister could emphasise that Ministers
are considering a pilot scheme which could be introduced quickly and which is
still under negotiation.

B) REFORM OF CAPITAL TAXATION
M

4 The Committee considers that in its present form capital taxation forms
a significant deterrent to medium-sized businesses. They particularly favour
the use of tax certificates which could be purchased over a period of years
and which could be used to pay CTT without themselves counting as taxable

assets,
5 The capital tax review led to the raising of exemption limits rather than

structural change and the Department of Industry would like to see CTT impinge

less heavily on medium-sized businesses that are not big enough to get a

CONFIDENTTAL




CONFIDENTIAL

Stock Exchange quotation. CTT can be a real threat to the existence of such

businesses and causes their owners to sell out to larger companies,

6 This is of course a matter for the Chancellor but in the meantime the
Prime Minister will wish to reassure the Committee that the Government
remains committed to reducing the impact of capital taxation and she will
wish to remind them that a useful start was made in the 1980 Finance Act.

She could also remind the Committee that the Inland Revenue are reviewing
the structure of capital transfer tax and as part of this process have

issued a consultative document on CTT and settlements. Further progress will

of course depend upon the economic climate,

C)  CORPORATION TAX SCALE
T

T The Committee feel the corporation tax scale discriminates in particular

against medium sized businesses. e —
B

8 Profits of up to £70,000 are taxed at 40% The rate on the next £60,000
is quite high (up to 66mtha.t by £130, 000 the average rate is 52%.
Complaints about this taperlng may be'zzg;%lmate but it would only be possible
to abolish this high marginal rate by allowing all companies, or groups of
companies, however large to be taxed at the lower rate on the first £70,000
of their profits. The cost to the Exchequer could well exceed £100 million
and almost all the benefit would accrue to the largest companies,

Q) MEASURES TO STIMULATE.THE ENTREPRENEURIAL SPIRIT

9 A fundamental way of stimulating entrepreneurial spirit is by providing

increased incentives and rewards for those who are potentially willineg to
e L

take the Elgage. The Government recognised this by introducing income tax
changes in their first (1979) budget and with the Venture Capital Scheme in

the last budget. A further significant incentive could be provided by an
" funt Agatha"/nmr Go-Getter" scheme which would allow tax relief for equity
e

investment in small businesses if the Chancellor decides to include this
measure in his budget. The Committee strongly favour this measure which they

would wish to see combined with legislation to allow small companies to

purchase their own shares.
2
CONFIDENTIAL




CONFIDENTTAL

10  Further consideration is also being given to tax relief for small
business investment companies (SBICs). A loan guarantee scheme would also
play a part in encouraging aspiring entrepreneurs to start up in business.
So to a lesser extent will the Government's policy of reducing the
legislative and other burdens which tend to inhibit the start up and growth

of small businesses.

1M1 The Smaller Businesses Committee may also want to make a bid to increase
the entrepreneurial spirit by seeking a higher profile for the Government's
policy for small firms., Both John Loveridge and John Page have introduced

Private Members' Bills on the subject.

12 Mr Loveridge's Bill in effect publicises a list of measures which the

Committee feels would benefit the smaller firms sector. :

13 Mr Page's Bill is now due fér Second Reading on 6 March; LCommittee has
agreed that it should be blocked. The BillTs~title calls for the appointment
under +the Secretary of State for Industry of a Minister of State with
responsibility for small businesses and for changes to the Development
Commission. The theme of the Bill is one of a number that abound for raising
the profile of the small business cause through changes in the machinery of
Government., The Prime Minister turned down a variant of Mr Page's proposal

in her letter of 13 Jamary.

14  The Secretary of State is also considering other means of stimulating

entrepreneurs including the possibility of using a roving ambassador to tour

the Universities in an attegpt to harness new talent._.A further idea being_‘

worked on is the possibility of extending the Small Firms Counselling Service
to provide more sophisticated advice to new technology firms and entrepreneurs

wishing to start them.

15 The Prime Minister has herself held receptions for entrepreneurs and
inventors, and a second reception for entrepreneurs will take place shortly.
Mr MacGregor, following discussions with the Chancellor, is locking urgently
at ways in which measures already taken to boost enterprise can be better

publicised.

3
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OTHER TOPICS

16 The Committee have raised a number of topics with Ministers besides

those listed in their letter:-

a) They ask that the advisory organisations helping small businesses
should be better co-ordinated. Ministers are considering how this idea
could be pursued, but the Prime Minister will recall that the importance
of "multi-sourcing" of advice was emphasised at her meeting with

inventors.

b) The Committee have complained to Mr Prior agd Sir Keith Josepﬁ that
vast sums of money have gone to Manpower Services Commission programmes,
including the Community Enterprise Programme. They believe that more
real jobs would be created if these funds were diverted to the small

business sector. .

¢) The Committee hawe continued to express dissatisfaction about the
proposal that employers should be responsible for sick pay. They met
Mr Jenkin' on 4 Februvary to discuss this.

CONFIDENTTAL




S February 19381

The Prime Minister has today received
the enclosed letter from John Loveridge, M.P,
As 1t 1s relevant to your Minister's meeting
on Tuedday 10 February at 1630 I thought it
might give you some assistance with the briefing

material you will be supplying.

M.A. PATTISON

A.C.S. Willis, Esq.,
Department of Industry.




10 DOWNING STREET

MR. PATTISON

I think you should attend
the meeting of the Smaller
Businesses Committee next
Tuesday 10 February at 1630
in the Prime Minister's room
at the House of Commons. It is
all Members of Parliament but
you will see from the file
that the meeting is going to
cover some important Government
topics.

5 February 1981
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SMALLER BUSINESS COMMITTEE

Ch:.:an: John Loveridge, M.P.

Vice—Chairman: Richard Page, M.P.

Y

Vice—Chairman: Graham Bright, M.P.

Secretary: Michael Colvin, M.P.

HOUSE OF COMMONS
LONDON SWIA OAA

s““\Ftabruary, 1981

bear Proome Hnieber, p/\(

A CONSERVATIVE STRATEGY FOR EMPLOYMENT

Our Government has done much to bring about national good housekeeping
which has resulted in a strong balance of payments, a strong pound, reduced
inflation and sustained exports. Last year's budget provided a welcome first
step towards such a strategy. The next step is to fill the nation's cupboard
with prosperous independent businesses.

The Officers of the Smaller Businesses Committee and Mr. Grylls are .
very glad to be coming to talk with you. What we want is very simple. It
is to persuade you that the small and medium business sector can, if
supported, provide a Conservative strategy for employment.

We believe the small and medium sized sectors are the main area from
which jobs can come. They will only come if the Government gives priority
to this. .

On 7th December, 1979, I mentioned to you the dangers of '"falling
company liquidity." A large number of firms have now borrowed extensively
to see them through the recession and this burden of debt will make it
difficult for them to find money for future expansion.

We urgently need:

L A Loan Guarantee Sch designed to grow on a substantial

scale. (As you know, the scheme we have advocated is
self-financing.)

Inyestment in small trading businesses should be able to

be set against individual taxation.

Independent medium sized firms should be encouraged to grow
and therefore Capital taxes should be cut by at least half
in their real effect.

Machinery to inspire small business effort is inadequate.

The one effective part covers only a minute fraction of the
small business sector and that is the Ministry of Agriculture.
By far the greater part of small business is relegated to a
small unit forming part of the responsibilities of a

Junior Minister at the Department of Industry. We need to
co-ordinate the activities of management and scientific
consultants who can help to encourage the proper take up

of the Loan Guarantee Scheme.




Outside Government we recommend an agency to cover both towns
and country. This could incorporate Cosira which although
very small provides a useful structure to build on.

It is difficult to find comparative statistics but some have recently
been made available by the Economists Advisory Group Limited and these are
mainly used in this letter.

The Wilson Committee figures show that there were only some 2,865
businesses with 100-199 staff in our manufacturing sector. This small
number has a ring of death about it. In Japan success has partly depended
on the scale of their small business sector. In manufacturing, for example,
firms with under 200 staff employ 66% of those working in this sector.

In Britain the figure is only 29%. The Government should aim to increase
the number of businesses by some hundreds of thousands and should encourage
existing businesses (1.3 million) to expand. In particular independent
medium sized firms deserve encouragement. These firms are the most likely
to turn scientific invention into practical production. Small firms have
not the capital to achieve this in most cases and large firms are often
more interested in their long production lines.

In West Germany I understand that bank advances to small businesses,
of under 200 staff, are greater than all advances to business and government
put together in this country. In Japan the discrepancy is even wider
in loans outstanding to small business. They were said, in March 1979, to
total £185 billion which is more than half of all business loans there.

At the end of 1978, U.K. bank advances to all business were estimated at
£38 billion of which independent small firms had only a limited share.

It is not the large firms with paid directors that are likely to
prove the pace-setters of the future. This can come from small independent
firms; but only if running such firms is made to pay better, and if educated
men are encouraged to become entrepreneurs rather than to join large firms
with their eyes set on a distant pension.

I know that the root of this argument is dear to your heart. We must
find a Conservative way to success.

I enclose a copy of the Small Firms Expansion (Inquiry) Bill which
sets out a list of 50 matters which require action from Government, together
with a copy of my speech on the debate on the Wilson Reports, in both of
which T have underlined some key aspects.

Our country has only half as many small businesses per head of population
as Japan, and has a lower proportion than any of the seven countries studied
by the Economists Advisory Group. In spite of our oil I do not believe that
we can achieve the impetus required for Britain to overtake our competitors
abroad without the most urgent action by the Government to stimulate
independent businesses.

The cost of our programme is likely to be small compared to the outlay
of money to "lame ducks" but it is no use going about such a programme on
a piecemeal basis. This is probably the last year before the next election
when it is possible to establish a successful Conservative strategy for
employment.

bfm m/

Yot




10 DOWNING STREET

From the Private Secretary

MR, WRIGHT
CABINET OFFICE

The Prime Minister has read your letter
of 26 January and Sir Charles Villiers's report
on Small Business and Regional and Local Policy.
She was grateful for your summary of Sir
Charles's discussion with Sir Robert Armstrong.

P

3 February 1981




pwells Gardens
Yordsley
1k :y i__}.‘f’é; SO‘\
ford 77549
0384 277549

mmop whn wamien

ver!

one or

An ex

vacancies,

for widows a

a financial entrepreneun
and pot the firm on a
At enrrent market rates th

ford only £1,500,




been able
The addition
Ahureancrs
show the o
level of ac

nrovided the
cost

=
wely
viELY

Do you like the is? fould you use it to et the TUC, C
i

Institnte of Dire Association of Independent fnsinesses and

ronins Loff vour baclk'?

the vari

o ldntt vom re Lo + oo > 'yad tane!
towards redv &' the r and economical

of human resocurces?

J de 1. Rndolf,

The P
10, Dowr

Lohdon.




30 January 19081

The Prime Minister is now going to meet
Michael Colvin and the officers of the
Sdmaller Businesses Committee at 1630 on
Tuesday, 10 February in her room at the
House, We will require a full brief relevant
to my letter of 7 January to Ian Ellison,
to reach us by close of plav on Friday,

6 Vebruary,
e —— e

CAROLINE#STEPHENS

A.C,8, Willis, Esq.,
Department of Industry.




30 January 1981

This is just to confirm that the new
time for your meeting with the Prime Minister,
together with the other officers of the
Smaller Businesses Committee, is at 1630
on Tuesday, 10 February in her room at the
House, John MacCregor will be attending

(o8

CAROLINE STEPHENS

Michael Colvin, Esq., M.P,




CABINET OFFICE Glame .
70 Whitehall, London swia 2as  Telephone o1-233 8319

From the Secretary of the Cabinet: Sir Robert Armstrong kcs,cvo ‘n’

Ref: A04085 26th January 1981 5<] |

M
2

Sir Charles Villiers: Small Business and
Regional Development

Sir Charles Villiers called at his own request on Sir Robert Armstrong
on Thursday 22nd January to discuss with him certain aspects of the report on
small business and regional development which he had submitted to
Lord Thorneycroft. I enclose a copy of this report in case you have not
already seen it. SR AR :

Sir Charles explained that he had been in touch with a wide cross-
section of interested parties in preparing this report: businessmen, bankers,
members of the Government and senior civil servants. He believed very
strongly in the advantages for the development of small businesses in Britain
of the introduction of a "subordinated loan scheme' which would be issued
through the Scottish and Welsh Development Agencies and through a newly=
established agency in England. The principal advantage which he saw for
such a subordinated loan scheme was the special treatment it would provide
for repamMenﬁal rate of interest: the first three to five years
wouldb;?r‘holiday pe‘?:i?d“ with the rate rising to the normal commercial
going=-rate later in the life of the loan.

In examining this subordinated loan scheme, he had paid particular
attention to the current arrangements in France, There was no doubt of the
great importance which the French Government attached to encouraging the
development of small businesses. They realised that the problems facing the
Western industrialised economies were such that unless new, young and
vigorous enterprises could be built up rapidly in the immediate future, it
would be impossible to avert major industrial and economic crisis, The
importance accorded to small business policy in France was demonstrated
by the role which the French Prime Minister, Monsieur Barre, himself
played in overseeing industrial development activities, In this particular
context, Sir Charles Villiers thought that Britain could learn a great deal
from the experience of the French Delegation a 1'Aménagement du Territoire
et a 1'Action Regionale (DATAR) and its role in promoting business expansion,

/ This

T.P, Lankester, Esq




This was the sort of Development Agency which he had in mind for England
to provide the same driving force as that which could exist in Wales and
Scotland through their respective Development Agencies. In France, the
Head of DATAR, who was a civil servant, had direct access to the Prime
Minister and therefore his views and advice carried considerable political
weight.

In addition, Sir Charles Villiers thought that the British Government's
approach to small businesses could be assisted by two other charges., In the
first place, a Minister of State should be made responsible for small businesses
and should be readily identified as '"Mr. Small Business!'. Someone with
considerable Parliamentary and political stature was needed for this role, He
should have close and direct access to the Prime Minister., This led on to his
second suggestion, namely that the Minister responsible for small businesses
should also have behind him a high-level Committee, chaired by the Prime
Minister and linked into the Cabinet Committee structure, which would meet
several times a year to ensure that the right level of support and encourage-
ment was being given to small business development.

Sir Robert Armstrong took note of Sir Charles Villiers's points. He
commented that the approach of DATAR in France implied a degree of
Government intervention in industrial and business affairs which might not
necessarily accord with the present British Government's views, ,He also
said that Sir Charles Villiers need have no doubt about the importance which
the Prime Minister herself, like Monsieur Barre, attached to small
businesses and their role in Britain's industrial regeneration. As a
demonstration of the importance which she attached to creating the right
climate for small business development, the Prime Minister had paid
particular attention to the work of the Parliamentary Under-Secretary of
State in the Department of Industry responsible for small businesses,

Mr, David Mitchell, Although Mr, Mitchell had left the Department of
Industry in the recent Government changes, Sir Robert had no doubt at all
that the same importance would be attached to the work of his successor,
Although the Minister responsible for small businesses in the Department of
Industry was not a Minister of State, and this might therefore limit industry's
and the public's awareness of his role, there could be no doubt within
Government of the role of the Minister in question and of the support which he
had from the Prime Minister. Sir Robert undertook, however, to inform the
Prime Minister of the points which Sir Charles Villiers had put to him.

I am sending copies of this letter to Ian Ellison, John Neve and
Anne Mueller in the Department of Industry and to Jonathan Taylor (Treasury).

p TS
g

(D.J. Wright)




To: Lord Thorneyeroft, CH 16 Docember 1980
from: Sir Charles Villiers, MC

Small Business and Regional and Local Policy

We live in the shadow of a persistent cioud of unemployment
as our industries and services adapt and, where it has not
already happened, start again. This is taking over from
inflation as top priority. The losses and bitterness of the
thirties, when you and I first went to work, are not yet
present, but they are not far off.

You asked me to set down the principal points for small

business development based on my experioi-~z, especielly with

BSC (Industry) and on talks with others engaced in the regional
and small business (up to 500 employees) uspects of job creation.
I have done this widely in the UK and have started to
investigate in U.S.A., France, Eire and the European Commission
in Brussels. I have had useful talks with those connected with
your office, as you suggested.

1 shall have to gc over some of the ground again, but I believe
you would rather have 80% now than more later. I have made it
short and in general terms, leaving the experts to translate the
intentions into their several professional languages. 1 find
regional and local / small business prchlems two sides of the
same coin and have treated them together. 1 have nol covered
big business or inward investment, vital elements, because they
are differenl problems, constantly surveyed by others.

The further development of small businesses will not instantly
disperse unemployment, nor quickly recreate the national wealth,
nor forthwith solve the structural problems of the Trade Unions,
but it will do much in each of these areas.

—
The French President has recently said that 58% of the turnover of
all French business comes from firms employing 500 people or less.
A recent MIT report found that 66% of new jobs in the USA arose
in firms employing less than 20 people. It is currer'ly clearly
observable that bigger companies, geared to higher nutput are
shedding labour and are likely to employ fewer people than before,
when demand and production rise again.

I do believe that small businesses, as part of regional activity,

" makea big contribution to the early rebuiiding of our country and
that more can now be done to speed that process. A very great deal
has already been done by the present Government in a detailed way .
My rather wider proposals are attached.




MEMORANDUY

To: Lord Therneycroft
From: Sir Charles Villiers 16th December 1980
Proposals for extending the activities of small businesses,

Problems

Capital

24

3.

employing up to 500 peuple, as part of regional
and local deve'opment.

The chief obstacle to such sxtension is lack of
entrepreneurs willing and able to shoulder the
effort and risk involved. Many more would come
forward, to list only six items, if:-

(a) More long term capital was available.
(b) Capital was cheaper.

(c) Interest was lower and repayment could be
postponed during the early years of investment
programmes.

(d) There was total tax exemption on "ploughed back"
profits during an initiel period.

(e) New investment could be depreciated as a charge
before tax.

(f) The extension of small business activity was '
seen to be a national objective with a structure,
both central, .regional and local capable of
supporting it.

There are many current schemes for providing loan

capital all of which should be pursued, including

the Government guaranteed Loan Scheme. 1 believe that.
the European "prét participative" adds a new dimension

to meet the problems a, b and c above. A full description
of the French version is available; an outline is at
Appendix 1.

(a) The purpose is to support companies employing 500
people or less to develop new products, markets and
techniques and to create new jobs, particularly in

the high unemployment regions.

(b) The method is to subordinate this 15 to 20 year
Government loan to rank after all other creditors, bringing
it alongside ordinary shareholders in a company. In this
way borrowing powers are increased, creditors comforted
and fipancial structures which are overloaded with debt

can be rebalanced. In addition there is a repayment
"holiday" and interest rate reduction in the first

3 to 5 years of investment programmes . Interest is

geared to results with a maxlmum and minimum rate.

The minimum rate is the hollday period rate for companies
in loss; the maximum rate is the rate required to give
the Credit National its normal "going rate" over the

life of the loan. Funds are provided by the Credit National,

which has access/...
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which has access to state funds and can.raise

money from the public. There is no provision

for conversion of these loans into equity, but the
rate of dividend cannot exceed the rate of interest
paid on the loan while it remains outstanding. Loans
can be applied for at branches of the Credit
National, which are in all the main industrial
centres in France. Last year, the first full year,
£35m of such loans were made.

If such a scheme was adopted in the U.K., it could be
known as the "subordinated loan scheme! with loans
issuved regionally by the Welsh and Scottish
Development Agencies and another agency (see later)

in respect of England, out of their existing financial’
allocations. It would therefore not require

additional financial provision, but it would not replace
existing grant schemes. The subordinated loan, which
is not intended as a subsidy, but as a financial 1
instrument in its own right, raises some important
points:

(a) It constitutes a Cumulative Redeemable Preference
. share, which has been widely used in the past
in capital structures, but in the now proposed
form its remuneration would be a charge before
tax.

(b) It would offer some competition to banks and
other City institutions in their growing plans
for capital investment in small firms, which
should not be discouraged. It would therefore
be advisable to confine the use of subordinated
loans to development areas and to say not more
than 50% of the financing of any investment
programme .

(¢) It would be very desirable to include I.C.F.C.
in the distribution of subordinated loans as
part of the financial package which they might
chose to put together for their customers'
programmes.

(d) Private Sector financial institutions should be
strongly pressed not only to lend on the security
of subordinated loans, but also to issue
similar instruments themselves.
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(e) County and Local Councils in development
areas should be encouraged to form
Business Advisory Committees to help them
in applying for subordinated loans for
use in the development of small businesses
in their localities.

(f) Agencies issuing subordinated loans would be
expected to follow up the loans with a view
to fixing the appropriate rate of interest
after the "holiday" period and trying to
ensure that the loan would at maturity be
repaid.

(g) Subordinated loans could be linked to new
employment. This is not a requirement in
Europe and has obvious difficulties but
negotiators could be instructed to get
employment commitment from borrowers.

Agency 5. The Repert of the Wilson Committee on the
Functioning of Finpancial Insitutions refers to I
"the difficulty in meeting the demands of small
and especially new, firms ... and in financing
investment involving an unusually high degree
of risk, particularly where there is a lengthy
period before positive returns can be expected
to accrue". The Committee was divided on the |
question of a new investment facility, it was
however united on the need for an "English
Development Agency" directed particularly towards
small firms "to supplement the Scottish and
Welsh Development Agencies". The proposals of
the "Cork minority" (paras 991 to 998) are also
relevant.

6. Bodies such as the Development Commission,
N.E.B., N.R.D.C. and the Small Firms Division of
the Department of Industry have between them most
of the capabilities required for an English Development
Agency, which would be capable of issuing and
monitoring subordinated loans and of many other
functions. 1 have heard many views expressed on

the composition/...




Taxation

the composition of an E.D.A. and there is some
concensus on the criteria:-

(a) It must have a strong local as well as regional base.

(b) It would need a powerful private sector input in
the selection of support-worthy schemes, in the
speedy negotiation of them and in reqular _
follow-up advice, by experienced businessmen sitting
in with borrowers in their offices on request.

The formation of an English Development Agency along

the above lines has a lot of support. The composition

is so much a matter of the machinery of Government that

I stop short at that point ... where angels fear tec tread!
The June 1979 Budget and the "enterprise package" in the
1980 Budget made notable progress in help for small

firms and in measures to encourage investment in them.
Nevertheless, there remain serious deterrents to
entrepreneurs and investors in small businesses. Two
points have constantly recurred in my investigation:-

(a) Recent concessions make it possible for new small
firms to avoid tax under most circumstances for
the first five years of their operation. This
does, however, depend on expert counselling,
which is not always obtained. My proposal is:-

A clear statement that no tax will be payable by
new small firms on profits retained in the business
for the first five years. It would be for the
proprietor to decide whether he took profits out
and paid tax on them, or left them in the businees
tax free. There would be small loss to the

Revenue and a big gain in confidence to continue

a firm's growth.

(b) The 1980 Budget permits losses on disposal of shares

in unquoted trading companies to be set against

income rather than capital gains. Su far so good,

but what is needed is a reward for success, after

all there are concessions for house mortgages, and
life assurance and donations to charity, art and sport.
My proposal is:- Investors in small business would

be entitled to depreciate new unguoted investments

by setting against income before tax, say, 25% of that
investment in the first year and lesser amounts in
following years so that the whole amount could be
“written down over, say, 7 years. This, if it

could be/...
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could be clearly defined and stated, would prove

a powerful incentive to new investment in small
businesses by both individuals and institutions.
There clearly would be loss to the Revenue in this
case, but in exchange for investment, which remains a

national priority.

Unless small business as a regional and local activity
becomes a recognised national objective the present
favourable movement in the UK could get lost. There is
a useful Government organisation in Paris called DATAR
(Delegation a 1'Amenagement du Territoire et a 1'action
regionale) which co-ordinates, but does not centralise
all regionzl funds and development and acts as
Secretariat to.meetings of all concerned. It is
chaired quarterly by the Prime Minister who signs the
Annual Report, which shows 64,000 job opportunities
created by regional aids in the development areas of
France in 1979. Co-ordination and leadership is very
often raised in the UK as a desirable objective for the
following purposes:-

(a) To provide a reference point for:-

(i)  Central and Local Government and Regional bodies.
(ii) The 38 Development Associations and authorities
throughout the U.K.
(iii) Over 20 voluntary organisations and trusts
working in this field.
(iv) Small Business Clubs and Chambers of Commerce.
(v)  Specialised departments of Technical Colleges.
(vi) Banks, Trusts and other funds seeking
financial business.

(b) To conduct a nationwide campaign on a regional and
local basis for the extension of small business,
setting out clearly and simply the motivation, the
need, the aids; the facts, the results and where
to go for information and counselling.

(c) To press for still further reliefs for small businesses
(I have a list as long as your arm) and fight for
them with the Departments.

(d) To ensure that the movement in favour of small business
is fuelled by professional advice by other businessmen
to small firms in need of help by visiting them on
site and on request. This is a key point.

This movement chimes precisely in tunme and time with
Government objectives and is widely thought to deserve
the overt support of the Prime Minister. This might be
achieved by the appointment of a Minister of State at
the Department of Industry enjoying the full support of

the Secretary of State and that important and experienced
department. He could also be linked closely to the
Prime Minister's Office as responsible not only for

small businesses/...
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small businesses but also for the co-ordination

of regional development. Thus he would draw
inspiration and authority from two sources in the
detailed agenda and planning of meetings, the setting
of policies, reporting of progress, removal of
bottlenecks and the solution of inter institutional
problems. He must, of course, be a good politician
and have wide support in Whitehall, but he should also
have strong professional and business aid in

dealing with business matters. As I have said
earlier, regional and small business are different
sides of the same coin: it js a valuable coin to

‘be handled and cared for preciously.

This paper proposes:-

* The adoption of the subordinated loan system
for the development areas and also the Government
Guaranteed Loan Scheme.

* The establishment of an English Development Agency.

* Tax relief on retained profits during the first,
five years of a new small business.

* Depreciation of new investment in small businesses
over say 7 yéars, as a charge on income before tax.

* The appointment of a Minister of State, Department
of Industry, responsible for propagating small
business, linked to the Prime Minister's office
for the co-ordination of regional and local development.

These proposals hang together or hang separately.
What is essential is that any action is:

* Clear and simple,

¥ Conveys personal benefit to entrepreneurs.

* Is administered largely by active businessmen.

* Is supported by the Banks and other financial
institutions.

Rk professionally followed up on site,

and ¥ 1Is seen to be part of purpose at the top,

Sir Charles Villiers
BSC (Industry) Limited

16th December 1980
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2 French Government P@gﬁigigg{igg_kpan Scheme

* increase borrowing powers and comfort creditors
* rebalance financial structures overloaded with debt

* provide an amortisation holiday and ease the interest
burden for an initial period after investment

* gear interest to results within maximum and minimum rates

* firance "“implantation" investments overseas.

industrial and commercial companies whose annual turnover
S not exceed £35m (sic) and whose employees do not exceed
» by application to branches of the Credit National,

ns are issued with a minimum life of 15 years and a
imum of 20 years.

ns rank after all other creditors with, ordinary shares,
have no votes. In fact participative loans have the
tus of non-voting preference shares.

By equal annual installments after an initial "holiday"
of five years for loans in development areas and
three years elsewhere.

By anticipated rédemption, provided an equal amount
is subscribed ranking after all creditors.

During amortisation holiday a rate below the going rate;
(4% in development areas, and 8% elsewhere)

After the holiday a higher rate calculated to produce
the normal rate for Credit National loans over the
whole life of the loan.

Modificatinn of (2) if the borrower is in loss, but not
below the holiday period rate,

be at no higher rate than that paid on the participative lpan.

ensure that participative loans are fully effective it is
sidered essential that other lenders will give to them
role of "own funds" or capital, which the legislation
ends. The nature of the participative loan and the risks

it carries Justify this special treatment.

Sir Charles Villie
BSC (Industry) Lim

rs
ited 16th December 1980
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PRIME MINISTER

Meeting with the Chancellor: 1730, Wednesday,
14 January

There are two things which you might like to discuss:-

The attached progress report, which vou had asked for on

monetary control.

The Italian scheme of tax relief for non-quoted companies

(see Flag A).

The Treasury tell me that they and the Bank are practically
"home and dry" on the proposed swap arrangement with the Americans.
They have established that there are no bugs in it from our
point of view; the only outstanding point as of 7.30 this evening
which - amazingly enough - the Americans have not clearly thought

about - is whether thez have powers to ship the gold to us.
But it is thought that they have.

The Chancellor may also want to have a word about the press
treatment of your interview yesterday. I have told him that you
were misrepresented, and he accepts this. But I think he will
want to suggest that, from now on, we should all go into absolute

purdah on the Budget. (He has recently reviewed what happened——
last year, and has concluded that there should be no attempt this
year to anticipate the Budget by any calculated leaks.)

13 January, 1981.




FROM: THE RT HON MICHAEL JOPLING MP

A

Ly wion) ‘,-L.
Government Chief Whip
12 Downing Street, London SW1 “” |

SIR KEITH JOSEPH PRIVATE AND CONFIDENTIAL
I understand the Prime Minister is meeting the
Party Small Businesses Committee on 3 February.
o——
I understand they are anxious that the move of
David Mitchell from the Department of Industry
will not be seen as a blow to the small business
interests. You will remember I spoke to you
last week about the importance of the appointment
of one of your Ministerial team to look after
this topic, not ruling out one of the Ministers

of State of looking after it,

I am copying this to the Prime Minister.

13 January 1981




10 DOWNING STREET

8 January 1981

The Kt Hon Sir Keith Joseph B
Secretary of State for In
Ashdown House

123 Victoria Street

LONDON SW1

|

SMALL BUSINESSES

Bill Poeton of UIC rang me to say that he was concerned about
David Mitchell''s move. He had been under pressure to go on radio
etc to moan and groan that the Government were only paying 1lip
service to small businesses and that the Minister was now up-to-
date with all the proposals in this area which had been moved.
We agreed that he would not say any such thing and that, if he
was asked to comment, he would say that he understood from his
contacts with the Government that there was no question of the
Government assigning a lowl@r importance to this ecrucial area.
As you know, Bill Poeton is a very robust supporter, and he
will certainly not try to cause any trouble for its own sake.
He is, however, concerned about David's move at this particular
point, and will no doubt be coming to you for reassurance that
everything will be done to maintain momentum.

I am copying this letter to the Prime Minister.
[/W»M.

JOHN HOSKYNS




10 DOWNING STREET

From the Private Secretary 7 January 1981

On Tuesday 3 February at 1600 in her room in the House
the Prime Minister is meeting Michael Colvin and the officers
of the Smaller Businesses Committee. Topics to be discussed

are:

(a) A Loan Guarantee Scheme, which they suggest
can be implemented without any cost to Government.

(b) The reform of Capital Taxation, which at present
forms a sharp deterrent to medium sized businesses.

(c) Alterations to the scale of Corporation Tax,
which hits medium sized Companies unfairly.

(d) Measures to stimulate the entrepreneural spirit
in well-educatéd people, thereby achieving an improve-
ment in the rate of the start-up of new firms.

We will require a brief to reach this office by close of
play on Friday 30 _Janu . We would also like the new Minister
in charge of smaller businesses to be present, so after he has
been nominated would you kindly let him know of this engagement.

Gl

I.K.C, Ellison, Esq.,
Department of Industry.




2nd January, 1981

b

Thank you very much for your letter
of 22nd December,

I would, of course, be pleased to see
You and the Officers of our Smaller Businesses
Committee,

I have asked Caroline Stephens to
arrange a meeting at the end of this month

or early in February, and she will be in touch
with you about this,

I am very glad to know that you will
be seeing Geoffrey, Keith and Jim,

Michael Colvin, isq, M.P.
House of Commons,
Westminster, London SW1




30 December,1980

The Prime Minister has read your
letter of 22 December about the idea of tax
relief for unquoted companies, which had arisen
in her discussions with Signor Forlani. She has
noted that the Treasury do not seem to think
that anything on the lines of the Italian scheme
are possible, but she would like to discuss the
matter further with the Chancellor.

I suggest that they do this at their
next regular weekly meeting.

T, P, CANKESTER

R I Tolkien, Esq
HM Treasury
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Industrial and Commercial Finance Corporation ; Tl

[

Herewith, as promised, some notes on ICFC, a subsidiary company ?‘]'L
of Finance for Industry Limited (FFI), of which I enclose the

latest Annual Report, together with an ICFC booklet -

"How we help Private Enterprise".

We are greatly encouraged in the current recession by the
continuing flow of proposals for investment put to ICFC which
is greater than IasE ear, although 1t 1s EaEIng Tather longer
to %SEETEEE'EHE'EQTEE%Ents, partly owing to expectations of

a further fall in interest rates.

In the attached notes I would draw particular attention to
the increasing investment in "startuEs", including brand new
companiés, to our growing investment in the high technology
a;gﬁ, with its high financial risks, and to the increasing
number of "management buyouts" which ICFC has pioneered.

As I am sure you are aware, FFI is a private-sector financial
institution - a "licensed deposit taker" under the Banking

Act. We do not receive any subsidy, although we administer
one or two Government schemes. We carry all our own financial
risks and in this connection we are very pleased to see

the relatively low rate of bankruptcies amongst the companies
in which we are Invested in spIEe Of the current recession:
this is also referred to in the attached notes.

(continued)

Telex: 917844 Registered Office: as above
Telegrams: Incof London SE1 Registered in London no. 1142830




I hope this gives you the information you want, but if
you need any further information, please telephone my
secretary at the above address.

au,,_r .ﬂu:&of<

uJ

Viscount Caldecote




NOTES FOR PRIME MINISTER'S OFFICE ON ICFC

BACKGROUND

ICFC is a private enterprise source of long term risk
finance and advice for small and medium sized businesses
in the UK. It is part of the Finance For Industry group
which is 85% owned by the English and Scottish clearing
banks and 15% by the Bank of England. In 1979/80 ICFC
contributed a substantial proportion of the profits of
£28M made by its parent company Finance for Industry Ltd.

ICFC provides amounts of £5,000 to £2 million. The
average size of investment IS £100,000. Half of all
investments are for amounts of less than £50,000.

ICFC has £350 million invested in 3,250 private businesses
over the whole range of British industry. These firms
employ around 300,000 people.

Industrial sectors financed by ICFC in the year ended 3lst
March 1980 were:-

Agriculture, Mining and Construction

Engineering and Metal Goods
Other Manufacturing

Distribution and Services

There are 18 area offices situated in the major towns.
Local managers make over 60% of all investment decisions.
The staff are highly qualified and especially trained in
an understanding of industry. They come from a wide range
of disciplines including science and engineering as well
as law and accountancy.

There is also a strong team of Management Advisers,
including those experienced in engineering, accounting,
marketing, production and property, who play an important
role in assessing potential investments. Many competitors

are now established in the venture capital market but none
has the support of such an experienced team of advisers.

The finance is provided for:
a) People who want to start up in business.

b) Businesses which need money for new buildings, plant
or working capital or to fund an acquisition.




S

Shareholders who wish to sell a minority equity
stake.

Managers who have the opportunity to buy control of
their division or company but have little cash of
their own.

55% of all investment in the current year carried an

element of risk. Where there is suQ§;§g££$;_;jsk ICFC
looks Tor a minority stake in the customer's eguity.

Personal guarantees are never sought. Where loan capital
IS provided 1t 1s at FlXed Interest rates for periods of

between 10 and 20 years.

The vast majority of the money which ICFC invests is
obtained from the private financial sector at market
rates. It also obtains funds from ECSC at special rates
which is lent, with ICFC taking the financial risk, to

companies in areas where steel and coal production has,{
declined.

ICFC does not usually interfere in the management of the
companies in which it invests but stands ready to hel
dvise them when needed. To assist in this ICFC has a
management consultancy service, which operates on a
commercial profit making basis.

THE RECENT GROWTH

Numbers and amounts of investments

The last three years have seen remarkable growth in terms
of numbers of customers and amounts of investment.
Numb&ers of staff have grown more slowly; productivity has
trebled.

Nos of Business Amounts
Financed Advanced

Year to 31st March 1978 518 £ 50.0M
1978/79 733 £ 67.5M
1979/80 920 £104.5M
1980/81 - 8 months - 634 £ 61.0M

In the current year approximately the same amount of money

will be provided as last year but the number of businesses

helped will be highef?"T%ére will be a slight fall in

capital investmeWt by more substantial companies and a
< —

sharp rise in the numbers i s i up,
young businesse panding and management teams splittin

off from larger groups to trade independently under own
management.

There are three main areas of growth - startups,
technology and management buy outs:

Startups

ICFC defines startups as either brand new ventures or
businesses trading for less than three years.
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The number of startups and amounts involved in recent
years are:

No. Amount

1977/78 88 N/K
1978/79 112 £ 4.8M
1979/80 309 £21.0M
(of which 146 (£8.2M)
were brand new ventures)
1980/81 (6 months) 200 £14.0M
(of which 115 were
brand new)
1980/81 (estimated full year) 400 £28.0M

Startups are often one man businesses spinning off from
larger companies with ideas or products which are not
being fully exploited. The startup manager often is
design, market or product/production orientated. He has
to learn financial management the hard way and leans
heavily on people like ICFC for advice.

Technology

The exploitation of new ideas and products is often
undertaken by very small businesses.

This is an area of very high financial risk particularly
where there is innovation. ICFC invests in high
technology companies; where there is clear innovation the
investment is made through a wholly owned subsidiary
Tegchnical Development Capital EEd (TDC)™ 5

TDC's business is growing substantially:
No. Amount

1978/79 37 £2.7M
1979/80 48 £5.5M
1980 - 7 months ; 44 £5.8M

Earlier this year it was decided to strengthen TDC's
ability to finance larger innovations where TDC staff
involvement would be essential. A technologist/venture
capitalist was recruited from California and now heads a
specialist team which in a few months has made four,
investments with a total value of £3 million. He was a
British citizen who went to work in California during the
period of very high personal taxation in the UK.

Areas of innovation include:

Micro-Winchester disc drives.
Bio-technology.

Photo typesetting.

Computer based security systems.

TDC made a major contribution to the Spinks paper on
"Exploiting Innovation" produced for the Cabinet Offlce.




Management Buy Outs

Background

This is one of the fastest growing areas of ICFC's current
operations. Financial institutions have for many years
been able to help managers to buy control of the companies
for which they work but such schemes have been relatively
rare in practice. Until 1978 ICFC completed four or five
such investments each year. Since then ICFC has pioneered
the development of new ways of financing these
propositions and has marketed these aggressively and
popularised the idea to such an extent that other
institutions have now been set up which specialise in the
area .

ICFC's growth in this area has been remarkable.

No. Amount

1977/78 10 N/K

1978/79 20 £ 3.2M
1979/80 49 £11.6M
1980/81 (6 months) 29 £ 6.3M
1980/81 (estimated) 70 £16.0M

How do buy outs arise?

There are two basic ways in which they happen:

(i) An overseas or UK parent decides to sell or close
down a UK division because:

a) the particular activity no longer fits in with
strategic plans,

b) the division is losing money or is not
profitable enough,

c) an acquisition is found to contain unwanted
elements,

d) the parent needs to raise cash.

Private company shareholders, having built a
business over many years wish to sell out completely.

In these cases the management may not wish to become
part of a new group and may get the opportunity to
buy.

However managers rarely have much money. Typically
they will provide 10% or 20% of the funds required.
ICFC provides 80% or 90% by subscribing for a
minority stake in the equity and the provision of
loan or preference share capital.




(c) What are the advantages?

A buy out is attractive:

(i) to the vendor because:

(ii) to management because:

(i) One man's cash is as
good as another's.

(ii) There will be less
odium and bad PR.

(iii) Having a friendly
ex-member of the group who
may be a supplier or
customer can be beneficial.

(iv) The management know
what they are buying and
there need not be a
prolonged period of
"hawking" the company
around.

(i) The team (rarely an
individual) can run their
own business with real
incentives to succeed.

(ii) They will not be
working for new masters.

(iii) to employees, customers and
suppliers because:

(i) It takes a long time
to build up reliable
supplies, outlets, and an
experienced work force.
Closure or sale causes
these complicated
relationships to be
destroyed which is
inefficient and wasteful.
Continuity is important.

(ii) Management are more
committed to the running
of the business.

(iii) Jobs may be saved.




(iv) to a potential investor

such as ICFC, because: (i) The management has

track record.

(ii) Skeletons in the
cupboard are known about
and will be declared by
the management who are
also investing.

(iii) New manager owners
are committed and

motivated. The business
will be low on overheads
and high on productivity.

(v) to the economy because: (i) businesses are

saved, management is
motivated and evidence
suggests that productivity
improves. :

Examples of Buy Outs

Customer confidentiality is an essential part of ICFC's
operations. However there has been press coverage on some
of the 100 deals completed in the last two years and brief
details of four examples are set out below.

(1)

Truflo

The business was bought in December 1980 for £6.8
million out of Wilmot Breeden which had been taken
over last year by Rockwell International of the US.
ICFC led a syndicate which provided £3.5 million.

This is an example of a very large buy out and of a
parent selling off unwanted parts of an
acquisition. The company is based in the West
Midlands, makes turbine components and ball valves
and employs 650 people.

Another buy out of a Wilmot Breeden subsidiary
involving £1 million of ICFC finance was completed
last week.

Panache Upholstery

Sixty employees faced the loss of their jobs when A.
& H, Upholstery went into liquidation earlier this
year. The workers put up £60,000 of redundancy
payments in October 1980 and ICFC provided

£190,000. Redundancy amounts invested ranged from
£500 to £2,500. Two former managers (now directors)
each put in £10,000. The company makes three piece
suites and expects to turnover £1.3 million in its
first year.




(iii) Flexiform

In July 1980 senior management put up £90,000 as
part of a package to buy their company from the
receiver of the Fairbairn Lawson Group. ICFC
provided £180,000, and a supplier and the company's
bankers provided working capital. This example of a
small buy-out had sixty employees and sales of £2
million.

Decorettes

This company was a tiny diversification by Newman
Tonks, a £34 million turnover Birmingham group. The
company which makes a range of transfers no longer
fitted into their plans. The managers put up
£100,000 and ICFC £500,000. The directors control
75% of the equity and ICFC has 25%.

THE RECESS ION

1. It is too early to know to what extent small
businesses will survive the recession. Often it is

cash Eroblems associated with the upturn that causes

overtrading small firms to fail.

However our experience is that because small firms
are flexible and innovative and decision making is
fast they tend to react quickly to economic changes
and are adept at surviving.

ICFC's portfolio is composed of small/medium private
businesses covering every field of industry from
mechanical engineering in the West Midlands to
computer software firms in the South East. For the
first six months of the financial year starting lst
April 1980 62 customers went into receivership or
liquidation compared with 47 for the whole of the
previous financial year. However in the past two
months the number of receiverships and liquidations
has abated to 1ll. Seen against a background of a
fast growing portfolio and a huge increase in the
financing of new ventures where "infant mortality"
is high the results are encouraging.

Failures have generally stemmed from weaknesses
indentified some time ago. There are few instances
where good management has failed in the current
climate.

= G/z'e 12
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Chairman’s Statement

In this, my first Report as Chairman of FFI, | want to say how greatly | appreciated the invitation to join
the Board and become its Chairman, From many years’ experience in the engineering industry, | have
learnt the value of innovation, and also the importance of capital investment to reduce manufacturing
costs. Regrettably, but inevitably, the latter also tends to reduce employment in the short term, particularly
in times of low growth. The creation and expansion of small companies is one effective way, both of
encouraging innovation and of creating new employment opportunities. In this, we are playing a most
constructive and valuable role and | greatly welcome the opportunity to be associated with it.

I well recognise that my predecessor, Lord Seebohm, set a high standard of chairmanship which it will be
hard to maintain, He is a banker of long and wide experience and his contribution to FFI during his five
years as Chairman has been immense. We are greatly in his debt and his legacy of a strong balance
sheet and an enthusiastic, competent management team gives me great confidence for the future, in
which | shall do my best to serve the Company as well as he has done.

We will greatly miss Lord Seebohm’s wise counsel when he leaves the Board at the Annual General
Meeting, but we can only sympathise with his wish for greater leisure after such a long banking career.
| know that all who have worked with him throughout the Group will wish him and his wife a long and
happy retirement.

Last year, Lord Seebohm referred to the difficult financial climate in which we were operating with MLR
at the end of the year standing at 13%. Since then MLR has risen further to its current level of 17%, an
indication of the general fragility of the economic climate which is making life even more difficult both
for FFl itself and for our customers. High interest rates of themselves bring us no advantage but reflect
the Government's determination to bring down inflation which has not so far been achieved. But the
battle against inflation must be won, and control of the money supply is one important factor. It now
seems unlikely that interest rates will fall appreciably in the near future, even though the damaging effect
on industry of the present high rates continues.

Profits and Dividends

| am glad to be able to report another successful year for FFI with profits before tax increased by some
13% to a record £28.8 million. All activities of the Group contributed to these improved results which
reflect not only a great deal of hard work by our staff, but also the underlying strength and enterprise of
British industry, particularly amongst small, growing companies.

It is also gratifying that as a result of the successful progress of the Group under Lord Seebohm’s
chairmanship, the Board have decided that the time has come to pay more than a token dividend.
Accordingly, the Board declared an interim dividend of 2% in November 1979 and now recommends a
further 3% by way of final dividend.

ICFC |

Throughout last year, ICFC maintained its leading position in the market as an investor in small and
medium sized companies, thus enabling them to grow and provide new opportunities for employment,
This sector is now recognised as vitally important to the economy, and there is no doubt that this
Government and its predecessor have been right to place so much emphasis on the need to encourage
smaller businesses.

So we warmly welcome the changes in the recent budget relating to them and to individuals willing to
support them. Not only are the measures helpful in themselves, but they also serve to foster an
improvement in the climate in which small businesses operate.

In the year ended March 31 1980, competition in ICFC's area of operation grew steadily, but nevertheless
ICFC increased its gross investment by over 50% from £68 million in 1978/79 to £105 million. A total of
905 applications for finance were completed, which included 618 new customers. Overall ICFC's
investment portfolio rose from 2,456 to 2,907 during the year, contributing to an increase of over 46% in
the last three years. The average investment was £112,000 compared to £98,000 in 1978/79 and 481
investments were between our lower limit of £5,000 and £50,000. Since March 31 1980 the activity in
ICFC has continued at a high level.

We give a large measure of delegated authority to our Area Managers in their offices located throughout
the country where they can establish a close understanding of the opportunities and problems of local
industry. This is reflected in the high proportion (nearly 60%) of the offers to customers which were
approved at local level.

In addition to long term financing of capital projects such as the building of factories and warehouses,
the equipping of these premises and the provision of permanent working capital, ICFC has been involved
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Chairman'’s Statement continued

in what is seen as a welcome resurgence of entrepreneurial activity in the UK. This has taken two forms;
first, ICFC has backed 309 new businesses or start-up propositions (defined for our purposes as
companies which have traded for three years or less) compared with 112 in 1878/79. Secondly, ICFC
has helped 49 (1978/79: 20) management teams to buy control of the division or company for which
they work.

Another arm of ICFC's services is ICFC Corporate Finance Limited, which has had an active year dealing
with mergers and takeovers, rights issues and the general run of advisory work.

I would like to give special emphasis to ICFC's role as a provider of risk capital in amounts from £5,000
upwards. At March 31 1980, ICFC had equity investments in 1,100 companies, amounting in total to
£63 million. The evaluation of these companies and the relation of risk to potential reward is a difficult
task. From my short experience | am confident that ICFC’s expertise in this area is second to none and
that this, coupled with a flexible and rapid response to our customers’ needs, will enable us to meet the
growing competition effectively and profitably.

ICFC also operates a scheme, with funds provided by the European Coal and Steel Community, which
benefits both from low cost European Community funds and a UK Government exchange risk
guarantee. We thus have Sterling available to lend at specially low interest rates for capital investment
projects in areas of steel works and pit closures. Applications approved by ICFC now total over £20
million and a further £5 million is under consideration. Over 2,000 jobs will be created by the projects
approved so far.

Technical Development Capital

It is most satisfactory that, for the second year in succession, we have been able roughly to double our'
investment in technology-based companies. We are, however, by no means complacent about the level
of support we give this vitally important sector, and we have recently taken steps to widen our range of
services and to augment our industrially-experienced staff.

Property Division

For most of the year, the industrial property market has been characterised by low investment yields and
high site costs. Despite the latter, we have been able to increase the rate of development of property
suitable for the smaller company. At the year end, 55% of our developments were units of under 5,000
sq. ft. Demand for well-located units of this type continues to be very encouraging, as does the yield on
our property investments.

Leasing Division

Our four leasing companies in the industrial, commercial and agricultural sectors have all had another
record year. The value of assets purchased for leasing to customers increased from £46 million in 1978/79
to £75 million this year. Our industrial hire purchase business also showed significant growth with
advances increasing by 57% to £55 million, which is again a record.

Estate Duties Investment Trust

During the year, this listed investment trust company, managed by ICFC which holds about 40% of its
equity, invested a record £3.4 million in unlisted shares in 26 companies.

Investment Trust and Pension Fund Management

In addition to Estate Duties Investment Trust, ICFC manages two other listed investment trusts, provides
investment management services to a number of pension funds and is assisting the Post Office Pension
Fund in establishing a specialised portfolio of smaller companies. This special expertise in smaller
company investment has been well demonstrated over a long period in the successful record of the two
listed trusts, London Atlantic Investment Trust and North British Canadian Investment Company which
have both been consistently at or near the top of their “league table”. This creditable performance
continued during the year under review.

FCI
We believe that amongst the large companies in FCl's sector of the market there exists a substantial
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Chairman’s Statement continued

appetite for fixed rate money but interest rates at their present levels, coupled with the ready availability of
floating rate bank finance at fine margins, tend to encourage company treasurers to defer fixed rate funding
plans. During the year, we extended the range of facilities which we offer to include droplock loans.
These offer the borrower a variable rate which switches to a fixed rate once interest rates fall to a level
pre-selected by the borrower. Through this and other methods FCI was able to advance £44.8 million during
the year and it had undrawn commitments at the year end of a further £44 million.

Finance for Shipping

Finance for Shipping has had another good year, in an industry climate that improved only slowly and
from a very low base. Gross investment for the year was £29.5 million, which compares with £32 million
last year. Much work has also been done in connection with applications for new loans and deferments
of existing loans under Section 10, Industry Act 1972, in respect of which Ship Mortgage Finance
Company acts as adviser to and agent for the Department of Industry.

Training and Consultancy

This year has seen the integration of our consultancy and training companies, forming what is now known
as ICFC Consultants Limited. Like all mergers, this one has not been without its problems, but we are
now able to offer a closely co-ordinated range of services to the small company sector. The Understanding
Industry scheme, now funded by the Industrial Training Foundation, has demonstrated its effectiveness in
introducing school-leavers to industry, and achieving a better understanding of its vital role in the nation’s
economy.

Resources

We again started the year with substantial funds in hand and most of our funding requirement had been
met by June 1979 when we made a £30 million issue of Sterling Eurobonds. The balance of our
requirements was substantially met in February 1980 by a further £20 million issue, taking advantage of a
temporary improvement in market conditions, and using a new vehicle for such issues, Finance for
Industry International BV. Following this issue, at the start of the new financial year, we were comfortably
liquid.

Group Rt?organisntion

The Group structure was re-organised on December 31 1979 in order to simplify operations by the
separation of fund-raising from investment activities.

Under the new structure, Finance for Industry Limited, the holding company, will continue to be the main
fund-raising unit for the Group, using our Dutch company, Finance for Industry International BV, where
necessary for overseas issues. FFl (UK Finance) Limited—formerly Industrial and Commercial Finance
Corporation Limited—which owns the majority of the assets of the Group will guarantee the borrowing of
FFI. It also borrows to a certain extent in its own name. The investment operations will continue to be
carried out by operating companies acting on behalf of FFl (UK Finance) Limited. A new company has
been incorporated to take over the name and operational role of ICFC itself ; the activities of ICFC will be
continued unchanged by the Area Offices established throughout the country. Both FFl and FFI (UK
Finance) Limited have been granted deposit-taking status by the Bank of England.

Board Membership

Mr. G. S. Stone joined the Board in April 1980 ; he has been a Director of ICFC since 1967 and has a
Io'glgéstarr:jding connection with the Group. We are delighted to have the benefit of his experience on the
F oard.

In addition to Lord Seebohm, this year, sadly, we say goodbye to two old and trusted friends—Sir
Michael Milne-Watson and Sir Eric Faulkner. Sir Michael has been a Director of ICFC since 1963 and of
FFI since its formation in 1974. Sir Eric joined the Boards of both FFl and ICFC in January 1977 and has
been Joint Deputy Chairman since July 1977, We have greatly benefited from their wise counsel and
support, for which we are immensely grateful. We wish them both a long and happy retirement.

Staff
Since becoming Chairman on January 1, | have visited 2 number of ICFC's Area Offices and other
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Chairman’s Statement continued

operations; | have been greatly impressed by the enthusiasm and competence of our staff and by the
ingenuity used to meet the widely varying needs of our customers, some of whom | have also met during
these visits.

| would like to take this opportunity to congratulate all our staff who have contributed so much to the
year's record results. | look forward with great enthusiasm to working with them in carrying forward the
varied and valuable work which FFI is doing in support of industry.

Prospects

There can seldom have been a more difficult moment to make any assessment of the prospects for the
current year. The volume of applications on hand in the various divisions of FF is encouraging, particularly
from smaller companies. However, it is difficult to believe that this sector of industry will be immune
from the difficulties being reported by many public companies where a downward trend is already apparent.

Clearly no organisation will escape from the effects of the recession during 1980/81 and no doubt

some of the companies, in which we have investments, will experience difficulties. In such circumstances,
it would be unwise to attempt to forecast the results of the current year. But FF| has a strong balance
sheet and an experienced staff which | am confident will carry us through the storms ahead and enable us
to continue to provide a valuable service to industry.

Cattce
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Directors’ Report

The Directors submit their report with the Group Accounts for the year ended March 31 1980.

Shareholders

Bank of England

Bank of Scotland

Barclays Bank Limited

Lloyds Bank Limited

Midland Bank Limited
Clydesdale Bank Limited

The Royal Bank of Scotland Group
The Royal Bank of Scotland Limited
Williams & Glyn's Bank Limited

National Westminster Bank Limited
Coutts & Co.

Activities

The main activity of the Company is to act as a holding company for FFI (UK Finance) Limited (below referred to as UK
Finance), which now owns beneficially substantially all the investments and other assets of the Group, as well as the other
subsidiaries through which the Company carries on its investment activities, Industrial and Commercial Finance Corporation
Limited (ICFC), Finance Corporation for Industry Limited (FCI) and Finance for Shipping Limited (FFS), and other companies
involved in leasing, property and consultancy activities.

ICFC provides capital, financial advice and other services to small and medium sized companies.

FCI undertakes the provision of medium term finance for projects or companies which are larger than those financed by ICFC,
FFS finances British shipowners. With Ship Mortgage Finance Company Limited (SMFC) and Nile Steamship Company
Limited (Nile), it forms the Marine Division of the Group which provides loans secured on ships and acquires and owns

ships which are chartered to responsible shipowners. -

ICFC Leasing Limited and Hamilton Leasing Limited together provide plant and equipment leasing facilities, principally to
small and medium sized companies. Highland Leasing Limited provides equipment leasing and stocking loan facilities to the
agricyltural industry.

The Group's property activities are primarily concerned with the provision of industrial premises for small and medium sized
companies. ICFC Properties Limited undertakes property investment and industrial developments are carried out through

ICFC Developments Limited.

ICFC Consultants Limited provides management consultancy and training services.
In, addition the Group has interests in a number of industrial subsidiaries whose names and activities are listed on page 30.

Group Reorganisation

With a view to simplification of the operations of the Group by separation of fund-raising from investment activities, with
effect from January 1 1980, UK Finance (in its then name of Industrial and Commercial Finance Corporation Limited)
acquired substantially all the assets previously owned by other subsidiaries of the Company, part of the consideration being
satisfied by the issue, credited as fully paid, of 95,000,000 shares of £1 each of UK Finance which were subsequently
transferred to the Company. From that date, the majority of the investment operations of the Group have been and will
continue to be carried out by operating companies acting on behalf of UK Finance. With effect from May 16 1980, on which
date the change of name of UK Finance became effective, the name of a dormant subsidiary of the Company was changed
to Industrial and Commercial Finance Corporation Limited and this company has now taken over the operational role of ICFC
described above,

There has been no other significant change in the activities of the Company or any of its subsidiaries during the year.

Loan Stock and Bond Issues

In addition to its function as a holding company, the Company also acts as the principal vehicle for raising funds for
investment by the Company and its subsidiaries. During the year ended March 31 1980, the following issues of loan stock
and bonds were made :

on various dates during the year UK Finance issued for a consideration other than cash at different prices a total of £44,725
11% Unsecured Loan Stock 1988 and £46,361 112% Unsecured Loan Stock 1990.

On June 27 1979 the Company issued £30,000,000 124% Sterling/U.S. dollar payable Bonds 1989 for cash at £994 per
centum and on February 22 1980 Finance for Industry International B.V., a wholly owned subsidiary of the Company
registered in the Netherlands, issued £20,000,000 144% Guaranteed Sterling/U.S. dollar payable Bonds 1988 for cash at
£994 per centum.

8




Finance for Industry Ltd

Directors’ Report continued

In addition, the Company accepted deposits totalling £8,850,103 for terms varying from 1 to 10 years at different rates of
interest,
On May 18 1980, both the Company and UK Finance were granted full licences by the Bank of England under the Banking

Act 1979 to accept deposits,

Directors

The names of the present Directors are set out on page 2.

Lord Caldecote was appointed a Director on October 1 1979 and became Chairman of the Company on January 1 1980,

Mr. G. S. Stone was appointed a Director on April 29 1980,

Sir Donald Barron was appointed a Director on June 1 1979 and, in accordance with Article 101 of the Company’s Articles
of Association, retired at the last Annual General Meeting and was duly re-elected. Sir Henry Benson and Mr. R. C. Smith
served as Directors until the last Annual General Meeting on August 7 1979, when Sir Henry Benson, having reached the
age of 70 years, retired and Mr. R. C. Smith, who retired by rotation, in view of other commitments did not seek re-election.
Lord Seebohm, who was re-appointed a director at the last Annual General Meeting, notwithstanding having reached the
age of 70 years, has indicated that he wishes to retire at the next Annual General Meeting.

Sir Michael Milne-Watson, who has attained the age of 70 years, will retire at the next Annual General Meeting in accordance
with Article 98 of the Company's Articles of Association,

Lord Caldecote and Mr. G. S. Stone, having been appointed since the last Annual General Meeting, retire in accordance with
Article 101 of the Company’s Articles of Association and, being eligible, will offer themselves for re-election.

In accordance with Article 97 of the Company’s Articles of Association, Mr. John Eccles, Mr. H. J. Foulds and Mr. L. V. D.
Tindale retire by rotation and, being eligible, offer themselves for re-election. Sir Eric Faulkner, who also retires by rotation in
accordance with Article 97, has intimated that he does not wish to offer himself for re-election,

Mr. L. V. D. Tindale is interested in 27,240 Ordinary Shares of 26p of London Atlantic Investment Trust Limited (LAIT) a
consolidated subsidiary. None of the Directors had any disclosable interest in the shares or loan stock of the Company and no
other Director had any disclosable interest in the shares, debentures or loan stock of its subsidiaries during the year. No
Director, at the end of or during the financial year, was materially interested in any contract that was significant in relation to
the business of the Company. J

Accounts and Dividend

The Accounts of the Company appear on pages 10 to 30. In the opinion of the Directors, the market value as at March 31
1980 of such of the Group's assets as consist in interests in land was substantially different from the amount at which such
interests are included in the balance sheet. The market value is considered to exceed the book amount by approximately
£40,000,000.

On December 5 1979 an interim dividend of 2,0p per share was declared and paid on the share capital of the Company in
issue at March 31 1979 in respect of the financial year ending March 31 1980. The Directors now recommend a final
dividend of 3.0p per share, which is fully covered by available franked investment income. Subject to approval at the
Annual General Meeting, this dividend will be paid on July 30 1980. After taking account of £1,5673,000 arising from
extraordinary items the amount added to the retained surplus of the Group is £9,041,000, making a total of £43,618,000

carried forward.

General

During the year ended March 31 1980 the average number of persons employed in each week by the Company and its
financial subsidiaries was 867 and by the industrial subsidiaries was 1,433. The aggregate remuneration during the same
period was £7,602,000 and £5,755,000 respectively.

No political donations were made during the year. Charitable donations made by UK Finance amounted to £57,000 in total.

Exports by the industrial subsidiaries totalled £5,678,000.
The close company provisions of the Income and Corporation Taxes Act 1970 do not apply to the Company.
In accordance with Section 14 of the Companies Act 1976 a resolution proposing the re-appointment of Ernst & Whinney as

auditors of the Company will be put to the Members at the Annual General Meeting.
By Order of the Board

B. L. MANN

Secretary

Registered Office: 91 Waterloo Road, London, SE1 8XP

June 24 1980

Protection of Depositors Act 1963
Directors' Statement
(i) The principal activities of the Group and any material changes therein during the year ended March 31 1980 are set out
in the Directors” Report,
(ii) In the opinion of the Directors and from their knowledge of the Company’s affairs, the current assets shown in the
Company's balance sheet and the Group balance sheet were realisable in the ordinary course of business at amounts not
less than the total shown after making allowance for all appropriate costs, including costs of realisation and financing.

CALDECOTE
FRANCIS SANDILANDS

} Directors
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Revenue Statement
year ended March 31 1980

Income of company and consolidated subsidiaries less provisions

Attributable profits less losses of associated companies

Profit before interest on borrowings

Interest on borrowings

Profit before tax

Tax

Profit after tax

Amount attributable to outside shareholders

‘

Profit before extraordinary items

Extraordinary items

Surplus for year

Dividends :
Interim paid 2.0 pence per share
Final proposed 3.0 pence per share: 7979 0.2 pence

Increase in retained surplus

Earnings per share

1980
£000

106,031

3,091

Group
1979
£000

83,546

3,402

109,122

80,313

86,948

61,697

28,809

12,765

25,351

10,517

16,054

440

14,834

533

15,614

1,573

14,301

3,158

14,041

11,143

70,943

14.3p
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Balance Sheet
March 31 1980

Group

1980 1979

£000 £000
Investments and financial facilities extended to
customers less provisions 597,744 494,761
Hire purchase receivables 50,283 35,750
Property, plant and ships under charter 149,428 125,046
Development sites 24,173 18,289 — —
Associated companies 19,393 18,234 — —
Consolidated subsidiaries 564,640 474,756

841,021 692,080 564,640 474,756

Current assets

Money market assets and 1
balances with bankers 90,019 121,170 83,648 117,226

Unsecured loan stock instalments - 12,000 - —

90,019 133,170 83,648 117,226
Other current assets 46,679 31,631 14,944 7,817

136,698 164,807 98,692 725,043
977,719 856,881 663,232 599,799

Authorised share capital of FFI
150,000,000 shares of £1 each

Issued shares of £1 each, fully paid 100,000 700,000 100,000 100,000
Share premium 2,030 2,030 2,030 2,030
Retained surplus . 43,618 34577 10,625 9,231

145,648 736,607 112,666 111,261

Deferred tax 56,180 40,297 (3,288) (2,047)
Outside shareholders’ interests in subsidiaries 3,186 2,976

Borrowings repayable after more than 1 year 386,067 388,678 205,702 234,350
Borrowings repayable within 1 year 349,292 257,655 332,840 245,929
Current liabilities other than borrowings 37,347 30,668 15,323 10,306

977,719 856,881 663,232 599,799

CALDECOTE :
FRANCIS SANDILANDS}D"acmrS
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Funds Statement
year ended March 31 1980

Outflow

Gross investment adjusted for non-cash items £624,000: 7979 £1,109,000
Other outflows

Inflow

Net increase in borrowings adjusted for non-cash items £93,000:
1979 £290.000

Repayments and realisations

Retained surplus for year adjusted for non-cash items £49,291,000:
1979 £43,248,000 "

Net outflow represented by decrease in liquid funds: 71979 inflow

277,056
8,546

241,756
5503

285,602

247,258

101,119
96,000

58,332

72,516
137,258

54,191

254,451

263,965
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Inflation Accounting Statement
year ended March 31 1980

The following supplementary statement is provided in accordance with the interim recommendations
regarding inflation accounting issued by the Accounting Standards Committee on November 4 1977.

Profit before tax as shown in the historical cost revenue statement

Additional depreciation

Monetary adjustment

Adjusted. profit before tax

Notes:

1. The additional depreciation is the difference between depreciation based on current replacement cost
arrived at by valuation, and the depreciation charge in respect of non-monetary assets as included in

the accounts.

The monetary adjustment is arrived at by applying the change in the UK Retail Price Index to the average
excess of monetary assets over monetary liabilities during the year.
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Accounting Policies

a Accounting convention
The accounts have been prepared under the historical cost convention.

b Consolidation of the Company and its subsidiaries

The consolidated accounts deal with the state of affairs of the Company and its subsidiaries, excluding
certain companies regarded as industrial subsidiaries, at March 31 1980 and the results for the year
ended on that date. Having regard to the intention not to retain the holdings in the industrial
subsidiaries as long-term investments and to the purposes for which they were acquired and to the
widely diverse nature of the businesses carried on by them, the Secretary of State has exempted the
Company, so far as these subsidiaries are concerned, from compliance with the provisions of Section
150 of the Companies Act 1948 with respect to the submission of group accounts embracing such
companies and from the obligations laid down in paragraph 15(4) of Part |l of the Eighth Schedule

to that Act and has also granted permission under Regulation 5(1) (b) of the Protection of Depositors
(Accounts) Regulations 1976 for the group accounts not to deal with these subsidiaries.

Associated companies

Companies whose business is not industrial in nature and in which the holdings are intended to be
retained as long-term investments and in which the Group has both management involvement and
more than 20% of the equity are treated as associated companies.

Charter hire of ships, rent of plant and equipment and freehold and leasehold property,
depreciation and grants receivable

Income from leasing transactions is taken to revenue on a straight line basis. Depreciation is
generally calculated on a straight line basis over the period of the charter, lease or estimated life of
the building, regional and other grants receivable being deducted from cost.

i

Hire purchase

Income from hire purchase transactions is taken to revenue on a straight line basis.

Provisions

Specific provisions are made in respect of development sites and properties, and in respect of
investments other than loans and unlisted share investments under £1,000,000 (previously £500,000)
to write them down to estimated realisable value if this is less than book amount (i.e. cost or the
lowest estimated realisable value at any previous year-end). A general provision is maintained in
lrespect ogsloans and unlisted share investments under £1,000,000 (previously £500,000) and all other
atent risks.

Deferred tax

Deferred tax is provided by the liability method on the proportion, considered to be applicable to
future hiring periods, of capital allowances in respect of plant and equipment leased to customers and
ships under charter and other timing differences. Since, in the opinion of the Directors, it is not
possible to foresee with any certainty the level of future leasing and charter hire operations by the
Group, full provision is made for deferred tax liabilities.

Foreign currency translation
Foreign currency balances are translated at the rates ruling at the balance sheet date. Assets and
liabilities of overseas subsidiaries are translated at the rates ruling at the balance sheet date. Revenue

items are translated at the average rates during the period. The resultant adjustments are dealt with in
income,

14




Finance for Industry Ltd

Notes on the Accounts

1 Income of company and consolidated Listed Unlisted Total

subsidiaries less provisions 1980 1979 1980 1979 1980 1979
£000 £000 £000 £000 £000 £000

Interest receivable from customers

(including £97,000: 7979 £97,000

from associated companies) 43 84 67,894 56,085 67,937 56,169

Short term interest - —_ 12,063 8,756 12,063 8,756

Dividends received (excluding £1,498,000:

7979 £1,316,000 from associated companies) 8,129 6,921 12,377 9.892

88,086 71,762 92,377 74,817

Profits less losses on realisation 18,234 9,981

Rents from leased assets and charter hire 46,973 36,620
Less depreciation 30,507 24,057

16,466 12,563
Income from hire purchase 6,663 3,702
Fees and other income 5,200 3,707

138,940 104,770

Less Provisions against investments and financial facilities 13,873 6,547
Other provisions 954 457
Operating costs and administrative expenses 17,082 13,220
Additional contribution to staff pension plan 1,000 1,000

32,909 21,224
106,031 83,546

Gross franked income, including dividends from
associated companies, totalled £12,683,000: 7979 £10,336.000

2 Profit before interest on borrowings

This is arrived at after charging:

Directors’ emoluments (Fees totalled : £28,895: 1979 £26,009)—note 8
Audit fees (FFI £24,000: 1979 £79,000)

Hire of equipment

Purchases of office equipment and motor cars less sales




Finance for Industry Ltd

Notes on the Accounts continued

3 Interest on borrowings

Debenture stocks

Repayable within 5 years

Repayable after more than 5 years
Unsecured loan stocks

Repayable within 5 years

Repayable after more than 5 years
Sterling/U.S. dollar payable Bonds

Repayable by instalments ending after 5 years
Bank loans

Overdrafts
Repayable by instalments within 6 years
Repayable by instalments ending after 5 years

Other loans

Repayable by instalments ending after 5 years
Deposits

Bank

Other

Repayable within 5 years
Repayable after more than 5 years

Tax

Corporation tax at 52% 703 641
Foreign tax 486 322
Tax attributable to franked income 3,693 149

4,882 1.112
Deferred tax 6,993 8,477

! 11,875 9,689
Adjustment in respect of prior years 880 928

Charge in the year 12,765 10,517

The Company and consolidated subsidiaries 11,365 9,142
Associated companies 1.390 1.375

12,7566 10517

Losses and capital allowances estimated to be in excess of £9,000,000: 71979 £18.000,000 are available to reduce the group’s future
liability to pay corporation tax.

5 Profit before extraordinary items
The amount dealt with in the accounts of FFl is £7,341,000: 1979 £5,497,000,




Finance for Industry Ltd

Notes on the Accounts continued

6 Extraordinary items Grou
1980

£000
Net deficit on acquisition and disposal of subsidiaries =

Discount and issue expenses of unsecured loan stocks and bonds less
discount on purchase of loan stocks and bonds for redemption (1,673)

Profit on sale of assocfated company —

(1,673)

Extraordinary expenses dealt with in the accounts of FFl amount to £947,000: 7979 £804,000.

7 Earnings per share

Profit before extraordinary items
Average number of ordinary shares in issue
Amount per share

8 Emoluments
Two chairmen held office during the year and theiremoluments, excluding pension contributions, were £13,068 and £3,663 respectively :
1979 £17.298.
The emoluments of the highest paid director, excluding pension contributions, were £45,56365: 7979 £35,360.
Directors (including the chairmen and the highest paid director) and employees were in receipt of emoluments, excluding
pension contributions, within the following ranges :
1980 1979
number number £
Directors 10 9 —_
1 7 5,001
1 10,001
- 16,001
30,001
36,001
45,001

Employees 26,001
30,001

Fourteen Directors: 71979 thirteen have waived fees totalling £31,084: 7979 £28,748.
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Notes on the Accounts continued

9 Investments and financial facilities extended to customers less provisions
Group
Listed Listed Unlisted Unlisted Total Total
1980 1979 1980 1979 1980 1979
£000 £000 £000 £000 £000 £000

Debentures and secured loans 6 6 355,080 291,104 355,086 291,110
Unsecured loans 171 193 167,970 140,386 168,141 140,579
Redeemable preference shares 1,023 1,023 11,406 8022 12,428 10,045
Irradeemable preference shares 950 419 5,822 5,060 6,772 5,479
Equity shares 21,828 20,626 47,128 37,054 68,956 57,580

23,978 22,167 587,405 482,626 611,383 504,793

Less general provision net of tax 13,639 10,032

597,744 494,761

Market value

Subsidiaries not consolidated

Unlisted investments and financial facilities extended to customers less provisions include investments in certain industrial subsidiaries
which have not been consolidated, see accounting policy b. These investments comprise shares £2,882,000: 1979 £2,287,000 and
advances £1,012,000: 7979 £6,558,000.

Details of the groups interests in these companies are set out on page 30,

In respect of provisions against advances and investments which are not allowable for tax purposes until the relevant losses are
realised the tax charges have been debited against the provisions,

Provisions

Specific provision General provision
1980 1979 1980 1979
£000 £000 £000 £000

Gross provision at April 1 1979 35,767 35,247 20,332 15,618
Utilised or released 7,639 ar1 1,441 502

28,128 34,436 18,891 15116
Charged in Revenue Statement 5,476 1,331 8,397 5216

Gross provision at March 31 1980 33,604 35,767 27,288 20,332
Less deferred tax applicable thereto 4,082 66 13,649 10,300

Net provision at March 31 1980 29,522 35,701 13,639 10,032

Debentures and secured loans

In the normal course of its business, the Group has lent money on the security of mortgages or charges on freehold and leasehold
land, in the majority of cases linked with floating charges on land and other assets, In these circumstances the directors consider
that it would not be feasible to calculate the amounts separately receivable in respect of money lent on the security of first mortgages
and other charges relating to the classes of land specified in paragraph 13 of Schedule 2 to the Protection of Depositors (Accounts)
Regulations 1976, and the Secretary of State has modified the requirements of the Regulations for the purpose of these accounts.

The amount under this heading is £356,086,000: 7979 £291.1710.000 most of which is charged on land. The interest on the secured
loans, which is taken to revenue as it accrues, amounted to £45,244,000: 1979 £38,388,000.
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Notes on the Accounts continued

9 Investments and financial facilities extended to customers less provisions—continued

Group
Repayable in 1980 1979
not more oneto more than Total Total
than one five five
year years years
e Instalment credit agreements £000 £000 £000 £000 £000

(i) Hire purchase agreements 25913 24,287 103 50,283 35,750

(ii) Secured and unsecured loan agreements repayable at
intervals not exceeding 3 months 2,470 13,348 22,965 38,783 25,653

28,383 37,615 23,068 89,066 61,403

New business entered into in the six months to March 31 1980: 1980

£000
(i) Hire purchase agreements

Private and commercial vehicles and caravans 2,739
Farm and industrial equipment 25.4'78
Other goods 24

28,458

(ii) Secured and unsecured loan agreements repayable at intervals not exceeding 3 months 7,685

36,143

f Loans to directors and associates of directors for house purchase or improvement,

These loans are secured and were all made in accordance with the ICFC Staff House Loan Scheme. They are repayable either by
instalments over, or in one sum at the end of, a period usually ending on the normal retirement date of the employee concerned. All
interest due on these loans to March 31 1980 has been paid.

The Secretary of State has modified the definition of "associate of a director” in paragraph 18 of Schedule 2 of the Protection of
Depositors (Accounts) Regulations 1976 by restricting sub-paragraph (v) thereof to employees of UK Finance and ICFC Consultants
Ltd. and by modifying the reference in sub-paragraph (iv) to employees of directors. In accordance with paragraphs 9 and 16 of Schedule
2 of those Regulations as so modified, the aggregate of loans outstanding at March 31 1980 and owing by directors and associates
of directors was £5,436,000: 7979 £3,956,000.

Group
g Secured and unsecured loans 1980 1979
These loans (excluding those detailed under e and f above) are repayable : £000 £000

On demand 1,960 6,072
In not more than one year 41,870 32,703
In one to five years 186,812 160,457
In more than five years 248,366 202,848

479,008 402,080

The majority of these loans are repayable by annual or half-yearly instalments. Interest is taken to revenue as it accrues.

An amount of £35,000,000 from one borrower exceeds 5% of the aggregate of all sums owing to the group and also exceeds 5% of
the total deposits shown in note 18 (b).

19
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Notes on the Accounts continued

9 Investments and financial facilities extended to customers less provisions—continued

Group
h Unlisted equity investments 1980 1979

£000 £000
Net book amount 47,128 37,054

Dividends received 5,751 4,642

No accounts for the appropriate period since acquisition have been received during
the year in respect of investments having a book value of ) 8,657 5,494

Share of the profits less losses as shown by accounts received during the year was
Profits less losses before tax 27,339 22,434
Profits less losses after tax 17,772 14,116

Share of the undistributed profits less losses since acquisition was 57,940 41,384
This includes the share of profits subsequently capitalised amounting to ] 6,096 2,286

The group provisions are regarded as adequate to cover any losses incurred by the companies in which these investments are held.

Property, plant and ships under charter
Group
Total Property Plant Ships

£000 £000 £000 £000
Cost April 1 1979 223,216 26,024 115,711 81,480
Additions 59,904 3,775 28,237 27,892

. 283,119 29,799 143,948 109,372
Disposals 22,5677 — 11,884 10,693

Cost March 31 1980 260,542 29,799 132,064 98,679
Accumulated grants receivable 8,308 —_ 1,961 6,357

: 252,234 20,799 130,113 92,322
Accumulated depreciation 102,806 4,305 78,529 19,972

Book amount March 31 1980 149,428 25,494 51,584 72,350
Book amount March 31 1979 125,046 22,230 49,862 52,954

Leased to customers 142,209 18,275 51,584 72,350
In use by the group 7,219 7,219 — -

Depreciation rates relating to property in use by the group range from 2% to 7% per annum,




Finance for Industry Ltd

Notes on the Accounts continued

11 Property and development sites

The following supplementary particulars relating to property are provided in conformity with the Protection of Depositors (Accounts)

Regulations 1976,

Freehold

Cost of acquisition
Additions

Land

£000
27,432
19,641

Group
1980 1979

Leasehold Land Freehold Leasehold Land
50 years  Less than Land  50years Less than
or more 50 years, or more 50 years,
torun more than torun  more than
b years 5 years
£000 £000 £000 £000
6,807 257 25,972 6.831

9,996 —_ 13,441 7,996

Depreciation and provisions for diminution in value

47,073
12,697

16,803 257 35413 14,827
1,664 105 12,478 1,360

34,376

16,139 162 26,935 13,467

The figures shown above for land are the aggregate of the amounts for property shown in note 10 and the development sites shown

in the balance sheet.

Rents receivable
Outgoings
Profits less losses on sale .

No revenue expenses have been capitalised as costs of development.

Debentures and secured loans
Unsecured loans

Redeemable preference shares
Ordinary shares

Share of post acquisition retained surpluses less losses

Market value

Details of the Group's interests are given on page 29.

Group
1980 1979
£000 £000
4,911 3115
1,161 1,054
657 2,377

1980 1979

Listed Unlisted Listed Unlisted
£000 £000 £000 £000
—_ 100 — 100

— 375 —_ 375
— 65 — 55
8,641 5,631 8,106 5,531

8,641 6,061 8,106 6,061
3,069 1,632 2,642 1,425

11,700 7,693 10,748 7.486
21,063 25,587
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Notes on the Accounts continued

13 Consolidated subsidiaries o
1980 1979

E000 £000
At cost less provisions

Shares 204,313 78,017
Advances by FFI (i) 434,692 412,194

639,005 491,211
Advances to FFI 74,365 16,455

564,640 474,756

(i) At March 31 1980 advances of £10,182,000: 7979 £52,645,000 by FFI to its subsidiaries were subordinated in favour of the
other creditors of those subsidiaries.

(i) Shares held in subsidiaries carry an uncalled liability of £16,962,000: 7979 £16.962.000.
(i) Details of the principal consolidated subsidiaries are given on page 28.

Group FFI
1980 1979 1980 1979
Money market assets and balances with bankers £000 £000 £000 £000
Sterling certificates of deposit and other marketable
securities maturing within one year 13,3566 52423 12,906 52,423
Deposits maturing within one year 72,038 65,622 70,691 62,786
Balances with bankers 4,625 3,125 51 2,017

90,019 121,170 83,648 117,226

Other current assets

Tax recoverable 8,893
Interest receivable, debtors and prepayments 37,786
Dividends receivable from subsidiaries

46,679

Retained surplus

EFI 10,625 9,231
Consolidated subsidiaries 28,302 21,279
Associated companies 4,691 4,067

43,618 34,577

Of the retained surplus of subsidiaries £748,000: 7979 £5,267,000 is not regarded as distributable by them.
Of the retained surplus relating to associated companies £2,456,000: 7979 £2,099,000 is not regarded as distributable by them,

Deferred tax

Short term timing differences (4,905) (1,902) (3,288) (2,047)
Leased plant and ships under charter 54,645 37,086 e —
Other timing differences 6,440 5113 - —

56,180 40,297 (3,288) (2,047)

See also note 9(b)

If the listed investments and listed associated companies were disposed of at the market values shown in note 9and note 12 respectively
there would be an estimated potential taxation charge of £19,200,000.
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Notes on the Accounts continued

18 Borrowings
Group FFI

7 No. of 1980 ‘ 1879 Yo 1980 . of 1979

a by maturities Dépositors £000 p,pf;m‘:: £000 an:sﬁu?s £000 Dup;vs?ro‘:s £000
Deposits—notes (i) and (ii)—repayable — —— e e
on demand 28 24,407 24 9,637 28 24,407 24 9,637

in not more than 1 month 191 [194,145 209 |141,019 187 (186,495 209 (141,019

in more than 1 month and not more than
3months 123 50,635 71 58,943 123 50,635 71 58,943

in more than 3 months and
not more than 1 year 334 26,001 31,553 25,001 417 31,553

within 1 year 676 |295,188 241,052 286,538 241,052

in more than 1 year and
not more than 5 years 2,060 52,161 49,858 52,181 45,858
in more than b years and
not more than 10 years 1,190 28,136 28,849 27136 : 27,949
inmore than 10 years and i
not more than 15 years 1 750 1,590 750 1,690

after more than 1 year 81,047 80,397 80,047 79,397

Total deposits 376,235 321,449 366,685 320,449

Sterling/U.S. dollar payable Bonds repayable

in more than 3 months and not more than 1 year 1.000

within 1 year 1,000

in more than 1 year and not more than 5 years
in more than 5 years and not more than 10 years
inmore than 10 years and not more than 15 years

after more than 1 year

Total bearer bonds

Other borrowings including bank loans
and overdrafts repayable

ondemand 4 3,691 4 3,988
in not more than 1 month - 1" 1,968 4 2,544
in more than 1 month and

not more than 3 manths 3 808 3 1,742

in more than 3 months and
not more than 1 year 3,623 | 46,137 140 7,329

within 1 year 3,641 52,604 151 15,603

in more than 1 year and
not more than 5 years 3,199 91,318 6,172 | 131,117

in more than 5 years and
not mare than 10 years 1,712 35,886 1.784 42,432

in more than 10 years and
not more than 15 years 4,602 69,067 2,996 47,687 — 1,000
in more than 15 years 1,404 17,104 3,435 41,145 e B

after more than 1 year 10,817 |213,366 14,327 | 262281 52,500 108,953

Total other borrowings 14,458 | 265,969 14,478 |277,884 98,802 112,830

Total borrowings 735,359 646,333 538,542 480,279

23




Finance for Industry Ltd

Notes on the Accounts continued

18 Borrowings—continued :
FF
1980 1979
£000 £000
Repayable within 1 year
Deposits 286,638 241,052
Bonds 1,5 1,000 =
Other borrowings 15,603 46,302

257,655 332,840 245,929

Repayable after more than 1 year
Deposits 80,397 79,397
Bonds : 46,000 46,000
Other borrowings 262,281 108,953

388,678 205,702 234,350
Total borrowings 646,333 538,542 480,279

No. of
Depositors
Notes
(i) Included in the above figures for deposits are deposits
made by bodies corporate, firms and other persons whose
ordinary business includes the business of banking,
repayable on demand
in notmore than 1 month
in more than 1 month and not more than 3 months
in more‘than 3 months and not more than 1 year
in more than 1 year and not more than b years
in more than b years and not more than 10 years

v

11,300

11,300

5,000
20,4956

3,575
200

8,630
20,733
2,600

35,738

5,000
20,495

36,795 36,795

| 2h onliad
| 31

ol woawn]
| 24 el
|31

ol wom~n|

(ii) Deposits made by persons otherthan bankers, the
deposits of each of whom exceed 5% of the total
amount of non-banking deposits in each class,
repayable on demand
in not more than 1 month
in more than 1 month and not more than 3 months
in more than 3 months and not more than 1 year
in more than 1 year and not more than 5 years
in more than 5 years and not more than 10 years
in more than 10 years and not more than 15 years

6,625

25,500
6,525
10,062
14,369
1,690

64,671

18,302
41,060
15,985
5,600
12,169
16,816
750

o —— e

110,672
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Finance for Industry Ltd

Notes on the Accounts continued

18 Borrowings—continued

b by types

Debenture stocks

UK Finance 54% 1980-82
UK Finance 64% 1981-84
UK Finance 6}% 1988-90
SMFC 6% 1983-85
LAIT 64% 1983-88
SMFC 8% 1991-93

‘A" Debenture stocks

UK Finance 74% 1989-92 15,000
UK Finance 74% 1991-94 15,000
UK Finance 9% 1991-94 10,000

75,400

Unsecured loan stocks

FFIl 14% 1979 — 2,027
FF1 13% 1981 41,99 55,953
FFl 14% 1983 50,000 50,000
UK Finance 104% 1986 13,73 13,731
UK Finance 11% 1988 9,645 9,500
UK Finance 114% 1990 3,692 3,546
UK Finance 124% 1992 15,000 15,000
UK Finance B§% 1992-97 15,000 15,000

148,859 164,757 91,991 107,980

Sterling/U.S. dollar payable Bonds

FF1 83% 1987 18,000 20,000 18,000 20,000
FFl 10% 1989 11,280 12,000 11,280 12,000
FFI 124% 1989 28,876 - 28,875 —_
FFI 13% 1991 - 15,000 15,000 16,000 15,000
Finance for Industry International B.V. 144% 1988 20,000 —

93,166 47,000 73,156 47,000

Bank loans and overdrafts (group : secured £7,663,000: 1979 £11,690,000) 37,473 30,564 6,811 4,850
Other loans (group: secured £4,136,000: 7979 £4,163,000) 4,237 7,163 —_ —

41,710 37,727 6,811 4,850

359,124 324,884 171,957 159,830
Deposits 376,236 321,449 366,685 320,449

Total borrowings 735,359 646,333 538,642 480,279
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Notes on the Accounts continued

18 Borrowings—continued

Notes
(i) Standby facilities

The shareholders have made available two standby facilities as follows :

Facility A amounted to £300,000,000 at March 31 1980. Its purpose is to support FFl's medium term variable rate lending. At
March 31 1980 no amount had been drawn down but medium term variable rate loans to customers of £1 74,427,000 were
outstanding, financed by short term borrowings with an initial maturity of less than one year which are covered by this facility.
Facility B amounts to £100,000,000 and its purpose is to support short term borrowings by FFI necassary to finance the provision
of fixed rate facilities to customers pending appropriate arrangements being made by raising medium or long term loans or share
capital. At March 31 1980 no amounts had been drawn down but after taking account of borrowings covered by Facility A and
redeposits there remained short term borrowings of £22,000,000 covered by this facility.

Other Information
The debenture stocks are secured by floating charges on the assets of the issuing companies.

The other secured borrowings are secured as follows :

Ships under charter £7,663,000: 7979 £11,690,000, property £4,136,000: 1979 £4,163,000, and other assets ENil: 1979 ENiI,
All borrowings are repayable at par,

UK Finance and FCI have jointly and severally guaranteed the payment of principal of and interest on the unsecured loan stocks
issued by FFl and the payment of principal of, premium, if any, and interest on the Sterling/U.S. dollar payable Bondsissued by FFI,
UK Finance has entered into Finance Contracts dated July 18 1973 and November 28 1974 with European Investment Bank
under which the Bank has granted a credit of £4,100,000: 7979 £4.700,000 to be used in financing projects in Development
Areas. The sterling equivalent of the liability outstanding at March 31 1980 included in Bank Loans and overdrafts was £1 ,981,000:
1979 £2.383,000. Amounts due from customers in respect of loans relating to the EIB credits total £1,734,000: 7979 £2.012.000
and are included with debentures and secured loans (note 9). The securities given by customers for these loans are held in trust
for the Bank.

A global loan facility of £10,000,000: 7979 £10,000,000 has been granted to FFI by the European Coal and Steel Community
to be used for onward lending to businesses, At March 31 1980 £10,000,000: 7979 £9.535.000 had been drawn down and
£10,000,000: 1979 £2,359.000 had been advanced to customers.

A second global loan facility of £20,000,000: 7979 £Nil for onward lending to customers has been granted to FFI by the European
Coal and Steel Community with an exchange risk guarantee by the Department of Industry, At March 31 1980, £5,231 ,000:
1979 £Nif had been drawn down and £2,749,000: 7979 £Nil had been advanced to customers.

i
19 Current liabilities other than borrowings :
Group
1979 1980
: £000 £000
Creditors and accrued charges 30,468 12,323
Proposed dividend 200 3,000

30.668 15,323

Further commitments

Under contract

Financial facilities 64,065 56,773
Hire purchase receivables 6,383 9,589
Properties and development sites 7,909 5,683
Ships 16,900 8,200
Onward leasing 47,375 11,474

142,632 91,719

On offer subject to acceptance and contract

Financial facilities 70,393 17,265
Hire purchase receivables 1,424 2,455
Development sites 6,993 330

78,810 20,050
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Notes on the Accounts continued

Group
1980 1979
£000 £000
21 Contingent liabilities

a Contingent liabilities relating to the guarantee of
recourse agreements and loans 27,658 34,899

Contingent liabilities relating ta underwriting agreements 173 129
No material claims are expected

FFl and FCI have jointly and severally given guarantees
as to the payment of principal of and interest on the
undermentioned loan capital of UK Finance:

(i) £20,000,000 104% Unsecured Loan Stock 1986, of
which £13,731,172 was outstanding at March 31 1980

(ii) £15,000,000 11% Unsecured Loan Stock 1988, of
which £9,545,251 was outstanding at March 31 1980

(iii) £10,000,000 1123% Unsecured Loan Stock 1990, of
which £3,692,146 was outstanding at March 31 1980

(iv) £15,000,000 124% Unsecured Loan Stock 1992
all of which was outstanding at March 31 1980

In addition, FFl and FCI have jointly guaranteed

borrowings of UK Finance made after March 2 1976 up to
£23,734,000: 1979 £20,000,000 at March 31 1980 these borrowings
amounted to £8,660,000: 71979 £1,000,000,

FFI and UK Finance have jointly and severally given guarantees
as to the payment of principal of, premium, if any, and

interest on £20,000,000 144% Sterling/U.S. dollar payable
Bonds 1988 issued by Finance for Industry International B.V.
all of which was outstanding at March 31 1980,

1980
£000

28179




Finance for Industry Ltd

Consolidated Subsidiaries

The following list includes the principal Consolidated Subsidiaries,
which are incorporated in the UK unless otherwise stated.

Subsidiaries Involved in Fund Raising Activities

FFI (UK Finance) Ltd.
{f ly Ind and C ial Finance Corporation Ltd.)

Finance for Industry International B.V. (The Netherlands)

Subsidiaries Involved in Investment Activities

Finance Corporation for Industry Ltd.

Industrial and Commercial Finance Corporation Ltd.
(formerly Donbry Investments Lid.)

ICFC (Guernsey) Ltd. (Guemsey}
ICFC (Jersey) Ltd. (Jersey)
ICFC (Isle of Man) Ltd. (/sle of Man)
Technical Development Capital Ltd.
London Atlantic Investment Trust Ltd.
Finance for Shipping Ltd.

wholly owned subsidiaries

Ship Mortgage Finance Co, Ltd.

Nile Steamship Co. Ltd. (registered in Scotland)
Hamilton Leasing Ltd.

wholly owned subsidiaries

Medenta Services Ltd.

Hamilton Leasing (Scotland) Ltd. (registerad in Scotland)
Hamilton Leasing (lreland) Ltd. (Republic of Ireland)
Highland Leasing Ltd.

ICFC Leasing Ltd.
!CFC Developments Ltd.
ICFC Properties Ltd,
wholly owned subsidiary
Anglia Commercial Properties Ltd.
wholly owned subsidiary
Anglia Commercial Properties (Investments) Ltd.

Subsidiaries Providing Services

ICFC Corporate Finance Ltd.
ICFC Consultants Ltd,

(formerly ICFC Training and Management
Consultants Ltd.)

ICFC Trustee Co. Ltd.
Gardens Pension Trustees Ltd.
Gardens Nominees Ltd,

28

Issued share capital
proference equity

£150,000,000

D.Fl 35,000

£3,750,000
£200,000

£3,250,000
£2,500,000
£1,000,000
£2,000,000
£2,851,876

£285,000

£6,921,250

IEP 3,000,000
£1,390,162

£2

£100
£100

£137,500

£260,000
£110,000

£100,000
£100
£3

percentage held
by FFI
%




. Finance for Industry Ltd

Associated Companies

% of
Loans from Accounts made voting equity
FFl Group up to held by
£ FFI Group
Listed

Estate Duties Investment Trust Ltd. Mar. 1980 40
North British Canadian Investment
Company Ltd. investment trust Feb. 1980 22
(became an associate on March 31 1980)
Unlisted
London American International Corporation Ltd. export finance and marketing — Sept. 1979
W. M. Mann & Co. (Investments) Ltd. finance company 475,000 Dec. 1979
Keep Brothers Ltd, confirming house —  Sept, 1979

The Frizzell Group Ltd. i broking and fi Dec. 1979

The Secretary of State has modified the requirements of the Protection of Depositors (Accounts) Regulations 1976 so that the
definition of associated companies accords with that set out on page 14 under Accounting Policies. The loans were made in the
ordinary course of business at rates of interest between 12% and 18% and are repayable by instalments over periods up to 1988,
All interest due on these loans to March 31 1980 has been paid.




Finance for Industry Ltd

Industrial Subsidiaries—not consolidated

prelennoeluu'd Sheekpronl equity pm:;:?:i:r?:g
%
Trind Ltd. engineering group £2,948,704 100
wholly owned subsidiary
Triangle International Ltd.
wholly owned subsidiaries
Triangle Valve Co. Ltd.
Henry Livesey Ltd.
Triangle Controls Ltd.
Triangle Valve Corporation (U/SA)
Triangle Alloys Ltd.
H. Broadbent & Son Ltd.
Dewracan Ltd, (Canada)
partly owned subsidiaries
Triangle Valve & Foundry Pty, Ltd, (Australia)
Triangle Valve of Canada Ltd, (Canada)

Dewramet Ltd. engineering company

Hudswell Holdings Ltd. engineering group £20,000
partly owned subsidiary
Hudswell Badger Ltd.,
partly owned subsidiary
Tllml Mechanical Handling Ltd.




Finance for Industry Ltd

Auditors’ Report
to the members of Finance for Industry Ltd

We have examined the accounts of Finance for Industry Ltd. set out on pages 10 to 12 and 14 to 30.
These have been prepared under the historical cost convention. Incorporated in the consolidated accounts
are accounts of subsidiary and associated companies audited by other auditors whose reports we

have reviewed.

In our opinian the accounts give a true and fair view of the state of affairs of the company and of the
group, so far as concerns members of the company, at March 31 1980 and of the profit and source
and application of funds of the group for the year then ended and comply with the Companies Acts
1948 and 1967 and the Protection of Depositors (Accounts) Regulations 1976.

We have also examined the inflation accounting statement together with the notes thereon on page 13
for the year ended March 31 1980. In our opinion the statement has been properly prepared in
accordance with the methods set out in the notes.

Ernst & Whinney
Chartered Accountants
London June 24 1980
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 3307

SWITCHBOARD 01-212 7676
Secretary of Stare for industry

Z_ 3 December 1980

Tim Lankester Esq P‘L —
Private Secretary to the e

Prime Minister -
10 Downing Street O & botmo | 1CFC v bv

TLondon SW1 5 s Govnt

i Mok ied o e S

1 T understand that the Prime Minister asked at this morning's '2~3?rb,
meeting with my Secretary of State for details of births and
deaths of companies as derived from VAT registrations and de-
registrations. The Prime Minister may recall that this work,
which was initiated by Mr Mitchell, was discussed briefly at
her meeting on small firms policy on 14 October. {

2 I attach a note by our statisticianwwhich seems to indicate
that there were broadly 65,000 "births" and 64,500 "deaths" in
the first half of 1980. We are by no means clear at the moment
about the validity of these figures. Our statistician is
surprised that they appear to show such a degree o buoyancy and
is currently carrying out further investigation to see whether
the births are artificially inflated, e.g by registration for
tax/technical reasons, or whether deaths are under stated. There
are also the other caveats recorded in Mr Ganguly's note.

3 Mr Mitchell and my Secretary of State are both taking a close
interest in this work and we hope that further figures and some
confirmation of their validity can be established quickly, since
they are the only likely source of up-to-date statistics on births
and deathe of firms, and .particularly small firms, in the economy.
Meanwhile, I would emphasise that the figures should be used with
considerable caution, and in the light of the other economic
indicators and the doubts we have about methodology, the grounds
for optimism they represent should not be pressed too far.

4 TIn the time available, I have not been able to obtain any

detailed information on the ICFC. You may, however, care to
note that the ICFC's outstanding investment at 30 September 1980

was £§6§ million. :
){—us 3y,

Loterd

Private Secretary
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BIRTHS AND DEATHS OF FIRMS JANUARY-JUNE 1980

1 T attach a report on the above which IMr Mitchell called

for by the end of September but which unfortunately has been
delayed.

P The report spe)ld out the various cualifications and pﬁlnts
out that while the VAT information offers \ndt is probably ou
best chance of monitoring births and deaths across the vhole
economy, the enclosed estimates which show Lhat there was a net
deficit of 501 firms in the first half of the year, can only

be regarded as very rough and ready and best restricted for
internal purposes only.

% I am sending a copy of the report to Ir Middletonof Cu& ,CS
and Excise whose nelp has been invaluable in undertaking thils
project.

ﬁgo. ME».C?
A GANGULY
Room %30 Abell House
211 6753/6808

7] October 1980
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BIRTHS AND DEATHS OF FIKMS BY SECTOR: JANUARY-JUNE 1980

1 For some years now the BSO have becn receiving
notifications of VAT Registrations and deregistrations and
from the beginning of this year Customs and Excise have also
been providing the "reason codes" relating to deregistrations
of traders. The attached figures, based on BSO Computer
tabulations, are the first rather provisional estimates of
how many firms might have come into being and how many died
during the first two quarters of this year. It would appear
that there was a net loss of 501 firms in the six months (the
respective figures being 64644 and 65145) with retailing,
catering and agricultural businesses declining in numbers
while those in construction, wholesaling, finance/property/
professional services increased. A scrutiny of the detailed
information shows the main features to be a relatively la
number of new registrations in the first quarter and a sudd
increase in June in the number of deregistrations of traders
falling below the VAT threshold etc to over six times the
monthly average of the previous five months.

2 It is as well to state clearly that we are not sure '
whether the estimates are meaningful in any real sense since
the information is as yet so limited and there are so many
issues to consider. However it is possible to point to two
sets of factors which, it is reasonable to assume, play an
important role in any consideration of estimates based on VAT
information: :

(i) changes in the enVironment in which VAT operates, eg
tax rates, registration limits etc; and

(ii) problems associated with the use of information for a
different purpose than that for which it was collected,
eg problems of definition.

) Environmental changes:

(a) Vhen the VAT rate was increased from 8% (and 12.5%) to
15% in June 1979 there was no accompanying increase in the
registration limit at a time of high inflation (the limit
was raised as from 27 March 1980). This suddenly brougnt a
lot of traders above the registration limit (there were also
the small unregistered traders who had to increase prices
(and therefore turnover) to cover the higher costs of inputs
on which they were not reclaiming tax).

(b) This year the March budget increased the deregistration
limit as from 1 June 1980 and this was largely responsible for
the large increase noted above. Later figures are not yet
available so we do not know whether the figures for July
onvards have stabilised and if so at what level.




A W

(c) 1In the longer term the position seems to be that since
increases in the registration and deregistration limits are
necessarily a step behind inflation (due to the sixth
Directive), more traders are forced into the VAT net. And

it has been the experienceof Customs and Excise that once
registered, traders tended not to deregister when the limit

was raised to a level exceeding their turnover. This has
produced a "ratchet effect" contributing to the rising trends
of net new registrations regardless of the underlying situation.

4 Data problems:

Deaths have been defined as businesses ceasing to trade
(whether or not there is a buyer for the business) and those
falling below the VAT threshold (including those voluntarily
registered and those making zero-rated supplies only seeking
exemption). Births hsve been defined as all new registrations

s those arising from changes of legal identity and, since
the VAT threshold is ok such a level as to bring in virtually
all full-time traders, we have also excluded voluntary
registrations. It is possible to estimate deaths directly
from the available information but there is nothing comparable
for births so this has toc be estimated indirectly. We have
tried to produce definitions which are most nearly compatible
with each other and vhich are more likely in the longer run to
yield consistent estimates. But it is perfectly possiBle to
arrive at a different set of definitions using a different
permutation of the data and leading to a different balance
between births and deaths, Only time can tell what would be
the most generally acceptable within the restrictions imposed
by the information available.

(b) Due to belated notifications by traders there are substan-
tial and varying time-lags involved in recording new registra-
tions and deregistrations. This means that unless one is
prepared to wait for a very long time estimates can only be
prepared on the basis of a statistical Judgement as to the
amount cf information outstanding. This in turn is most
soundly based on the monitoring of, say, monthly figures of
births and deaths at fixed intervals of time. The BSO are
producing the computer tabulations but given the short time
available to prepare this report it was necessary to use the
results of a trisl-study of tine-lags associated with a sample
of tapes from 1977. This is obviously not entirely satisfactory
since by its very nature the trial could not take into account
dynamic changes in the pattern of time-lags.

=5 To conclude, it would appear that during the first half
of 1980 there were 501 more deaths than births (as defined)
but there are several short-term factorsAconnected with the
underlying situation which might have been instrumented in
tipping the overall balance. In addition there are conceptual
and practical problems of defining births and deaths and.there
are complications due to substantial time-lage in the data which
would take time to resolve. 1In short, as we need a lot more
information before we can take a reasoned judgement as to the
true position regarding births ang deaths, at this point in
time these rough and ready estimates could be restricted for
internal purposes only.




_._5._,.._

6 Having set out some of the difficulties involved, I
think it is only fair to point cut that the VAT information
probably offers thebest prospect of being able to construct
in a cost-effective manner an acceptable body of data relat-
ing to births and deaths of firms across the economy.

Ay
A GANGULY
Room %27
Abell House
214 6753

'7 October 1980




Treasury Chambers, Parliament Street, SWIP 3AG
33000 5, December 1980

O1-23

T P Lankester Esq ﬂ
Private Secretary

Prime Minister's Office

No.1l0 Downing Street

LONDON SWl

lecr Trn 6//
You wrote to John Wiggins on _4 December with an idea

for a tax relief arising out of the Prime Minister's
recent discussions with Signor Forlani. The purpose

of the relief was to induce unquoted companies to borrow
through the market rather than through the banks.

This has a bearing on two areas which the Chancellor has
already asked officials £o Teviey. The first is ways
of encouraging companies to switch from bank borrowing
to debentures. The second is fiscal inducement for
outsiders to invest in.xﬂquoted companies.

In the first, we are not discriminating between quoted

and unquoted companies. But in practice anything which
emerges is likely to affect mainly quoted companies.
This is because there is little by way of market mechanism
whereby unquoted companies can borrow from individuals.

or the same reason, it is doubtful whether exempting

the individual lender from tax on the first part of any
interest would have much practical effect. (Entrepreneurs
do of course lend to their own companies, often to avoid
their gompanies having to pay high interest rates to the
banks.

The second - the possibility of encouraging investment

by individuals in the equity of unquoted companies - is

also relevant. There is of course always the possibility
that individuals will in turn borrow from the banks in
order to invest, with tax relief, whether in equities or
through lending. But investment of either kind could help
to reduce the dependence of the companies on bank borrowing.

/While we do not




While we do not think the particular suggestion you
mentioned is a runner therefore, you will see that we
do have this area under close review.

chr.‘l' Jn\ru.udaj A
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R I TOLKIEN
Private Secretary




"ty

From: Michael Colvin, M.P.

i

HOUSE OF COMMONS
LONDON SWIA OAA

The Rt. Hon. Mrs. Margaret Thatcher, M.P.,

Prime Minister,

10 Downing Street,

“Lpondon, SWl. 22nd December 1980

(ﬁLdm, Lzlku, ﬂLbMAd}hu~d

The Officers of our Smaller Businesses Committee
have asked me to request a meeting with you early in the
New Year to discuss the problems which face this vital sector
of our economy, and measures which we feel the Government
should consider in order to make it easier for Small Businesses
to overcome them. 't

We are concerned about our Manifesto commitments to
Small Businesses, which acknowledged that the creation of new
jobs depends to a great extent on their success, and promised
certain reforms.

The matters of -particular concern to us are:-

l. A Loan Guarantee Scheme, which we suggest can be
implemented without any cost to Government.

2. The reform of Capital Taxation, which at present forms
a sharp deterrent to medium sized businesses.

3. Alterations in the scale of Corporation Tax, which hits
medium sized Companies unfairly.

4. Measures to stimulate the entrepreneural spirit in
well-educated people, thereby achieving an improvement in the
rate of the start-up of new firms.

We should be most grateful if this meeting could be
arranged towards the end of January, by which time we shall
have had the benefit of discussions with the Chancellor of the
Exchequer and Secretaries of State for Industry and Employment.




10 DOWNING STREET

From the Private Secretary 4 December 1980

ety

You will have seen from Michael Alexander's letter
o; 24 November in which he summarised the Prime Minister's
tete-a-téte discussion with Signor Forlani the previous
evening that Signor Forlani said that the Italian Government
were offering tax incentives to enable non-quoted companies
to borrow through the market rather than through the banks.

The Prime Minister has asked me to say that she was much
impressed by this idea, and she would like the Chancellor to
consider the possibility of introducing something on similar
lines here. Presumably this could be looked at as part of
the further work on small firms. Signor Forlani indicated
that non-quoted companies in Italy would be given an
incentive to borrow through the market by being exempted
from paying tax on the borrowings. It is not clear that
such a scheme would be applicable in the UK since, as I
understand it, interest is deducted from trading profits
before corporation tax is charged. The Prime Minister
has accordingly suggested that we might emulate the Italians;
not by exempting them from tax on their borrowings, but by
making the interest received by individuals on lending to non-
quoted companies up to a certain figure (say £1,000) tax free.

Could you please let me have a note within the next
three weeks on whether this idea might be a runner for the
Budget.

A.J. Wiggins, Esq.,
HM Treasury.




10 DOWNING STREET

7 November 1980

f:le,

Thank you for sending me and my colleagues copies of the
Confederation's publication "Small Firms in the Economy'.

We value the fact that you have commissioned this comprehensive
statement both of the role of small firms in the economy and of the
policies which the CBI have evolved for its smaller firm membership.

I am sure that the coverage in the document of both these aspects
will help to provide a greater understanding of- the problems faced

by the owners of small businesses and will, I believe, contribute
to the debate on the requirements which are necessary for the

sector to prosper and grow.

For our part, we shall want to give some further thought to
the document and to assess the implications of some of your

{
(;;wﬂ A
Sir Raymond Pennock @

proposals.




€6 November 1980

I would be grateful for a draft reply
for the Prime Minister to send to the
enclosed letter from 8ir Ray Pennock about
sickness pay. It would be most helpful if
this could reach me by Friday, 13 November.

-

T P E..: \d u;L..u “::R

Don Brereton, Esq.,
Department of Heulth and Social Security.




68 November 1980

I am writing on behalf of the Prime
Minister to acknowledge your letter of
6 November about sickness pay. I will
place this before the Brime Minister and
a reply will be sent to vyou as soon as
possible,

Sir Raymond Pennock




@

PRIME MINISTER

I attach a draft acknowledgement for
you to send to the CBI, in response to their
paper '"Small Firms in the Economy'". Flag A
is a commentary from Keith Joseph's office.
The Department conclude that none of the
points raised in the document have been

sufficiently developed to call for a more

substantive Government response.

4 November 1980




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 2901

SWITCHBOARD 01-212 7676
PS/ Secretary of State for Industry

2| October 1980

Mike Pattison Esq
Private Secretary to the
Prime Minister

10 Downing Street
London SW1

Dear V. Re,

In your letter of 17 6£;ober to Tony Willis you asked for advice
on the CBI paper entitled "Small Firms in the Economy" which has
been sent to the Prime Minister and other appropriate Cabinet:
Ministers.

2 The principal purpose behind the paper is to provide a stimulus
and framework for continuing the debate within the CBI on the role
of small firms in the economy. In terms of its status, the

paper is an internal staff document but, in the course of its
preparation, it was decided to distribute it more widely and hence
its publication. However, I understand that the CBI do not see
the paper as a vehicle for a comprehensive lobbying of Government
and for this reason a co-ordinated, detailed and defensive response
is not called for at this stage. What the CBI would welcome is a
positive acknowledgement of their paper and the expression of an
intention to analyse and take account of its more developed
proposals. A draft letter for the Prime Minister to send to

Sir Raymond Pennock is attached.

3 Taken as a whole the paper represents a long if not inspiring
attempt by the CBI to set small firms in the context of the econouy
generally. They attempt to define the needs of their smaller firm
membership and try to identify future policy issues that have yet

to be resolved. The paper is well balanced and restrained and in

a number aspects represents a clear reflection of Government thinking.
For this reason it is largely helpful to the Government's cause and
we are glad they have chosen to publish it..

4 As to the contents of the paper, much space is devoted in
Chapter I to statistical and background data on the small firms
sector and its contribution to the economy. In some instances,
comparison is drawn with other western countries. This represents
a useful summary of known data but it contains no revelations.

) The paper continues with a section describing current CBI

policies in relation to the needs of small firms (Chapter II).
Against the background of a need for a healthy economic climate and

el




a sympathetic environment, the main objectives of their policies
are the control of inflation, a steady and maintained economic
growth and improved competitiveness. In their view, no amount of
subsidies or special incentives can hope to compensate for these
essential requirements.

6 Here and elsewhere,the paper gives due recognition to the fact
that, since this Government took office, many of the policies that
they have been advocating have been accepted. But notwithstanding
the measures introduced by the Government they still see scope

for further action. On the question of finance for small firms,
the CBI see the greatest scope for Government action lying in

fiscal and couwpany law measures. They do not see any Jjustification
for the provision of a Government backed loan guarantee scheme. '

7 As regards direct Government financial assistance, the CBI

does not advocate special subsidies for small firms but is concerned
that swall firms should be eligible for current schemes of '
assistance. Otherwise, their attitude to financial assistance is
the same as that adopted on behalf of their larger members; namely,
that it should be reduced as and when company profitability increases.

8 The paper is complimentary about the advice, information and

other forms of practical assistance offered through Government agencies
such as the Swall Firms Service and CoSIRA. It also asks for

further action to reduce the legislative and other burdens imposed

by Government on industry which have in the past done much to

inhibit the start up and growth of small businesses.

9 On industrial relations and employment law the paper states
that significant progress has been made since May 1979 but that
further measures are required,for example,to restrict trade union
immunities and to remove some of the worst abuses of the closed
shop. But it recognises over this whole area that the direction
of Government policy is clear and that the scope for further reform
is being examined. The section continues with a rehearsal of the
CBIl's views on company and commercial law, international trade
policy, on industrial change and innovation.

10 The next section covers weighty chapters (III and IV) on smaller
firms and employment and smaller firms and finance. The narrative
runs along predictable lines and there are no new departures from
established CBI views or policies. On employment, the paper

warns that it is important not to overestimate the potential of

the small firms sector as a source of employment and future job
opportunities as this could lead to unreasonable expectations that
would be impossible to fulfil. The paper states that larger
businesses, the financial institutions and Government all have a
role to play improving the flow of funds to swall firms. However, in
the case of the latter it reiterates the belief that action should
be taken through fiscal and company law measures rather than through
direct interventionist measures such as a loan guarantee scheme.

/AL 500




11 The final section of the paper highlights issues for further
action and debate (Chapter V). The first part of the Chapter
reiterates the specific proposals for action contained in Chapter II.
These proposals represent agreed CBI policy but the Chapter continues
with some rather vague interrogative comments about unsolved issues
which should be the subject of further discussion. These include
government intervention in general, public purchasing, regional
policy, taxation finance and advice and education. None add up

to substantive new points or issues which have been sufficiently
developed to call for a Government response.

12 T am sending copies of this letter to the recipients of yours.

Vs e,

RICHARD RILEY
. Private Secretary




DRAFT LETTER FOR THE PRIME MINISTER TO SEND TO:

Sir Raymond Pennock

President of the Confederation
of British Industry

Centre Point

10% New Oxford Street

London WC1lA 1DU

Thank you for your letter of*1l6 October enclosing the Confederation's

publication "Small Firms in the Economy". (I am replying on

behalf of my colleagues to om you also sent the report.)

We value the fact that you have commissioned this document which
represents a couwprehensive statement of the role of small firms

in the economy and aglso the policies which the CBI have evolved for
its smaller firm wgmbership. I am sure that the coverage in

the document of Poth these ‘aspects will help to provide a greater
understanding the problems faced by the owners of small businesses
and will, I bglieve, contribute to the debate on the requirements

which are ngcessary for the sector to prosper and grow.

art, we shall want to give some further thought to the

and to assess the iwplications of some of your proposals.




MR. SANPGRS  [RIME
¢ e
You asked whether indeed we, in Press
Office, revealed the meeting on small firms
which the Prime Minister chaired.

The answer is that we did not reveal
that this meeting was taking or had taken
place. It is qg:_our practice to disclose
meetings of this kind and so far as I
can establish we have not been asked
questions about this meeting.

L




& 20.10.87

10 DOWNING STREET

From the Private Secretary 17 October 1980

I enclose a copy of a letter to the Prime Minister
from Sir Ray Pennock, which covered the new CBI paper
"Smaller Firms in the Economy'.

I should be grateful for a note covering the main
jssues raised in the document, together with the draft !
of a letter in which the Prime Minister can make initial
comments on the main themes of the paper in acknowledging
receipt. It would be helpful if we could have something

by 30 October.

I am sending copies of this letter to the Private
Secretaries to the Chancellor of the Exchequer, and the
Secretaries of State for Industry, Trade, Employment and
Environment.

Anthony Willis, Esq.,
Department of Industry.




10 DOWNING STREET
PRIME MINISTER

Ray Pennock has sent you a new
CBI staff document on the role of
smaller firms in the economy.

I shall ask David Mitchell
to provide a brief commentary on
the document, and to suggest
what you might say in a letter

to Sir Ray acknowledging the
document . T

S.:r.pdu
V9 S T &

"HM

17 October 1980




‘Telex 21332
Telegrams Cobustry Londan W1

M | Confederation of @ritish Industry From the President
\ | CentréPoint Sir Raymond Pennock
| 108 New Oxford Street
F | London WCLA1DU
” Telephone 01-379 7400

8
E

:
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Dear QMD fla«o‘i'-.r}

I have much pleasure in sending a copy to you of a new CBI staff document
entitled "Smaller Firms in the Economy", which is to be published on
20 Octcber.

The document brings together the available information on the position of
smaller firms in the economy, and sets out the relevant aspects of CBJ
policy. It throws light on two important areas - the impact of smaller
firms on employment, and their financial needs. In this way the document
serves to broaden understanding of the role of smaller firms in the economy.

With over half its members drawn fram the smaller firms sector, the CBI is
well placed to represent the policy needs of smaller firms: in the final
section of the document, attention is drawn to issues affecting smaller firms
which we believe need action or further discussion. We think in the CBI
that this final chapter is specifically relevant but hope that you will £ind
the full document a valuable contribution to the smaller firms debate.

I am also sending copies to the Chancellor of the Exchequer, the Secretaries
of State for Industry, Trade, Employment and the Environment, and the
Parliamentary Under Secretary of State responsible for small firms.

Yours sincerely,

‘\-h" S oA
The Rt Hon Margaret Thatcher MP

Prime Minister

10 Downing Street

London SW1




Ref. A03265
MR. LANKESTER —(\'

V

Small Firms Policy

I attach a record of the meeting on small firms
policy which the Prime Minister held on Tuesday,
14th October. This has been prepared in the Cabinet
Office but not distributed to any of the Departments

involved. You will no doubt wish to arrange distribu=

tion yourself, . // ; /

D.J. WRIGHT

16th October, 1980
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CONFIDENTIAL

MINUTES of a Meeting held at 10 Downing Street on
TUESDAY 14 OCTOBER 1980 at 10,30 am to discuss Small Firms Policy

PRESENT
Prime Minister
Chancellor of the Exchequer Secretary of State for Industry

Secretary of State for Secretary of State for the
Employment Environment

Secretary of State for Social Minister of State, Department
Services of Trade (Mrs Oppenheim)

Parliamentary Under-Secretary
of State, Department of Industry
(Mr Mitchell

Sir Robert Armstrong
Mr D J L Moore

1. The meeting considered a note of 6 October from the Parliamentary Secretary,
Department of Industry to the Prime Minister on small firms policy. They also
had before them a note of 13 October from the Secretary of State for Trade.

2 The Parliamentary Secretary, Department of Industry said that in the first

six months of 1980 start-ups and closures of small firms were broadly in balance.
More recently however there were signs of an increase in the rate of closures,
mainly because of a drop in orders and the high costs of borrowing on overdraft,
So far the organisations representative of the small firms had welcomed the
measures taken to help them and had been restrained in public criticism of the
Government over the difficulties still facing them. It was however likely
that their frustration over these difficulties would come increasingly to the
surface, particularly if no concessions were made to them over the proposed
transfer of the provision of sickness pay for the first eight weeks to the
employer,  There were four main components of the Government's policy towards
small firms: to reduce the burdens facing new firms starting up and expanding;
to give incentives through lower personal taxes; +to increase resources within
the firms; and to improve advisory services, The Government had already

introduced a number of useful measures to help small firms but financing
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remained as the major outstanding problem, Annex A to his note
sumnarised measures currently under consideration; Annex B proposed
some further measures; and Annex C listed the achievements in the

Government's first fifteen months of office,

A:  MEASURES UNDER REVIEW

Fiscal Measures

3. In discussion of the fiscal measures currently under consideration, and
~ listed in Annex A to the note, the Chancellor of the Exchequer made the

following points -

Al The Treasury's FASE Group, which now included five outside experts,
were giving priority to examination of a limited scheme of tax relief

for equity investment in small firms. Their aim was to make proposals
by Christmas and he hoped that it would be possible to introduce,a scheme
in his next Budget. The Treasury were also looking at the possibility
for the introduction of smali business investment clubs, although it was

uncertain whether any new measures could be introduced in the next Budget.

ii. It would be too costly to make any early changes in capital
taxation, although he did not rule out the possibility of further changes

later on in this Parliament.

iii. The proposal for a system of estimating quarterly payments of VAT
by small firms had been thoroughly examined before, and ruled out as
having considerable practical difficulties. He accepted however that
the meeting would welc&me some help to small firms in this direction and
he would ask the Minister of State, Treasury, Mr Rees, to consider this
further with Mr Mitchell.

iv. Mr Rees had recently visited America to examine fiscal incentives
there, and in particular those aimed at high technology growth industries,
He was now considering whether any of these ideas might be suitable for
introduction here, Mr Rees would cover the possibility of a scheme of
share options for employees but it would be necessary to avoid tax-free
handouts and the Chancellor could not give an assurance at this stage
that any such scheme could be included in the next Budget,

2
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v. The Secretary of State for Trade, in his note of 135 October, had
pointed to the case for following up the amendments to company law to
permit companies to purchase their own shares by tax changes. Treasury
Ministers were now considering this although he could not guarantee at
this stage that changes could be made in the next Budget.

Training
4, The Secretary of State for Employment said that it might be possible to do
gsomething further for training of managers of small firms in the course of the
current review of industrial training. This would not however necessarily be

through the Industrial Training Boards, since it was likely that they would

be reduced in number,

Rates

5. Rates were a considerable burden on industry but there was no early prospect
of de-rating sealed parts of business premises. It would cost too much at a

time when local authority finances were already under strain,

Gas Boards

6, The Secretary of State for Trade would make proposals later in the year
when he had completed his consultations on the Monopolies and Mergers

Commission's Report on Gas Boards.

Sick Pay

7. The Secretary of State for Social Services said that consultations were now
completed on the Green Paper proposing the transfer of the provision of sickness
pay for the first eight weeks to the employer, His proviesional judgment was
that to win support for the legislation to enable these changes it would bhe
necessary to make some further financial concessions to firms, without losing
the major staff savings which were in prospect. He would wish to discuss the
options further with the other Ministers concerned and, on a confidential basis,
with representatives of the employers. These discussions would cover, among
others, the special problems of the small firms. He would then put proposals
to the Home Affairs Committee, although it was unlikely that he would be able

to do so by 21 October as had been hoped.

CONFIDENTIAL




CONFIDENTIAL

B. POSSIBLE FURTHER MEASURES

Corporation Tax

8. The Chancellor of the Exchequer said that a review of stock relief was
well in hand. When it was completed he would consult other Ministers. He
would be willing to consider any detailed proposals Mr Mitchell might put
forward on the carry-back of first year allowances for investment and on
start-ups, It would however be necessary to look carefully at the costs
and practicality of any such schemes. He noted the meeting's view that

it would be better to relate any reliefs to profits and to avoid the risks
of giving what would effectively be grants to basically unprofitable

companies,

Loan Guarantee Scheme

9. In discussion it was pointed out that, while the bamks had made some
progress in increasing their lending to small firms, they were still moving
too slowly. In particular they were sometimes unhelpful in meeting the
requirements of small firms wishing to expand. They demanded too high a
collateral - often a pledge of the owner's house - for such lending. There
should now be an urgent re—examination of the possibilifies for introducing

a scheme to deal with this problem, The scheme should not involve subsidies;
and it was suggested that, with allowance for the costs of starting it up,

it might be on the lines of the self-financing Agricultural Credit Corporation,
The introductiﬁn of such a scheme, or even renewed discussion of its

possibility, might well stimulate the banks to greater activity in this area,

Management Advisory Services
10, The Secretaries of State for Industry and for the Environment were
discussing the case for combining the activities of the Department of
Industry's Small Firms Advisory Service with that of the Department of the

Environment's Council for Small Industries in Rural Areas (COSIRA).

11, THE PRIME MINISTER, summing up the discussion said that the meeting had
taken note of a number of measures on which work was in progress. The
possibilities for further fiscal concessions were constrained by the costs and

if the Parliamentary Secretary, Department of Industry, wished to ask the
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Chancellor of the Exchequer to consider any of his proposals further he
should indicate what priority he attached to them. The meeting was
particularly concerned that the banks were still failing to offer loans on
reasonable terms to small and expanding firms. The Chancellor of the
Exchequer and the Secretary of State for Industry should now consider this
further and discuss the possibilities for introducing an unsubsidised loan
guarantee scheme with the Bank of England, the clearing banks, and other

lending institutions.

The Meeting -

1., Took note of the work in progress summarised in Annex A of the
Parllamentary-Secretary, Department of Industry's note of 6 Octoher,
and of the points made in discussion of it.

9, Invited the Parliamentary Secretary, Department of Industry to
put to the Chancellor of the Exchequer any specific proposals he
wished to make for further fiscal changes helpful to small firms, and
to indicate the priority he attached to them.

3. Invited the Chancellor of the Exchequer, in consultation with

the Secretary of State for Industry, to bring forward proposals as
soon as possible, taking account of the points made in discussion, for
the possible introduction of a new scheme of lending to small firms.

CIRCULATION: Those present,
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Small Firms Policy: 10,30 am Tuesday, l4th October

Mr. Mitchell's minute of 11th July to you records that you agreed to hold
this meeting in order 'to shift some of the road-blocks which are holding up
progress on small firms' policy'. In addition to Mr. Mitchell, the Ministers
attending will be the Chancellor of the Exchequer and the Secretaries of State

for Industry, the Environment, EmpiliLm_ent and Social Services. The
Secretary of State for Trade will be in Greece and I::l::s- set out his views in
his letter of today's date. He is to be represented by Mrs. Oppenheim.

2. Mr. Mitchell's main theme in his minute of 6th October is that the
raising of finance is now the major outstanding problem facing those wishing to
start-up or expand small firms. The three annexes to his paper list:-

A, Work in hand.

B. Further measures which he would like examined,

C. The Government's achievements in this area over the
last 15 months,

3. The Chancellor's office have circulated copies of a report by the
Treasury's Interdepartmental Small Firms Working Group which sets out
steps taken by the Government to reduce burdens on small firms. I do not think
that the meeting will need to refer to this report since the ground is covered in
Mr, Mitchell's Annex C.

HANDLING

/ 4, After Mr. Mitchell has introduced his paper you might ask the
T

"$/Chancellor of the Exchequer if he wants to make any general comments, He
B P SR
may well wish to set the scene for the discussion by warning that, although he
has some useful fiscal initiatives in mind, the scope for introducing concessions

is inevitably limited by the cost to the PSBR of tax reliefs and of direct public
- £

expenditure,
5. I suggest that you might then use Mr. Mitchell's Annexes A and B as
“
annotated agenda for the main part of the discussion. The objective might be

to go through the points listed and to identify any which merit further or swifter
2
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action and any which should be ruled out. I doubt whether it is necessary to
discuss Annex C, which summarises action already taken, but you might wish
to conclude the meeting by asking whether there are any further points which
Ministers think should be pursued. A number of the proposals are relatively
detailed, and complicated, and I suggest that you should ask the Departments
concerned to pursue them further outside the meeting.

Annex A

6. This is largely a list of work already in hand and you should be able

to run through it relatively quickly. The items are conveniently grouped
according to the mg of the Ministers attending.
7. On the main points listed:-
(1) The Chancellor of the Exchequer will confirm that he is giving

top priority to an examination of the feasibility and cost

effectiveness of a scheme of tax relief for equity investment

( =" in small firms: The work is being carried out by the

S
Treasury's FASE Group (Fiscal Aspects of the Strategy

Exercise) and they have now recruited five outside experts,
representative of the self-employed and those financing them,
to help them on this work. I understand that they are likely
to put proposals to Ministers by December.

(ii) The possibilities for management training for small firms can

best be considered in the work which will follow the discussion
in E on 15th October of the Secretary of State for Employment's
paper on Industrial Training (E(80) 111),

(iii) De-rating of sealed parts of businesses premises has been

™ considered before and ruled out. The main beneficiaries
would be large rather Mﬁrms. The loss of income
would be a further burden on the local authorities unless the
Government were to compensate them for it.
(iv) Mr. Mitchell's main complaint is likely to be against the

proposed transfer of the provision of sickness pay for the

first eight weeks to the employer. He will argue that if

Lk
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this applies to small firms it will negate most of the action

which the Government has taken so far to help them, It may

e

well be possible to do something to help small firms here but
the Chancellor of the Exchequer will be anxious to avoid any

major concessions - the proposals lead to DHSS staff savings

of around 5, 000 and to public expenditure savings in the order
s e——

of £400 million a year (although the PSBR effect is broadly

neutral because employers will be compensated by a reduction

in their national insurance contributions). Consultations on

this scheme have recently been completed and the Secretary of
State for Social Services will be putting his proposals.i to H
Committee on 21st October. In the meantime, and on the
understanding that H will consider the problem of small firms,
I suggest that the meeting should avoid pre-judging the question
either way.

Annex B

8. The Chancellor of the Exchequer will be able to assure Mr., Mitchell
that a review of a possible new scheme for stock relief is well in hand. He

will probably be willing to agree that officials should Took further at some of

Mr, Mitchell's other proposals for tax relief, although with no assurance that
B T 1
they are all likely runners,

9. The proposal for a loan guarantee scheme has been examined before and

Qe e e )
the Chancellor and the Secretary of State for Industry have agreed that it should

be left on ice, The Chancellor will probably remain of that view and argue that
————

priority should be given to measures to encourage equity investment. As itis

the banks have already increased their lending to small firms. It is questionable

whether the introduction of the scheme would lead to additional lending and the
Chancellor would not want to encourage the banks in that direction at this point
in time. He will also want to avoid the risks of additional public expenditure
which would occur to the extent that guarantees were called. There is however
continuing pressure for the introduction of such a scheme and you will have seen
that the Press have learnt of the fact that Ministers are to discuss it -

eg The Times, October 10th, page 19,
=3 %

CONFIDENTIAL




CONFIDENTIAL

10. Mr. Mitchell's third proposal for further action is that it might be
sensible to merge the operations of the Department of Industry's Small Firms
Service with those of the Department of the Environment's advisory service
for manufacturing firms in the rural areas, COSIRA. I understand that the
Secretaries of State for Industry and for the Environment are pursuing this, and
so it should not be necessary for the meeting to discuss it.

CONCLUSIONS
11, In the light of the discussion you will wish to record conclusions:-
(1) Taking note of Annex A and Annex C and identifying any
items on which Ministers would like to see swifter progress,
(ii) Identifying those proposals in Annex B which should be pursued

further by the Departments concerned and any further

proposals which might be put forward at the meetixrzg.

(Robert Armstrong)

13th October 1980
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The Prime Minister's Meeting on Small Firms

11 Mr Mitchell's note sets out progress to date and suggests some new

initiatives. We have two comments.

Financial Assistance

2. We believe that the private sector (clearing banks, local enterprise
trusts, firms like Job Creation Ltd) has recently done much in response to
Government interest to develop imaginative schemes to assist small firms.

By contrast, it is clear that PSBR constraints will prevent Ministers from

adopting all Mr Mitchell's proposals for extra financial help from the

Government and that Ministers will need to be selective. Last year

Ministers agreed to put tax relief for individual equity investment in
A ———
gmall firms high on their list (objective i. in Annex A). At that time

the Inland Revenue found it impossible to devise a relatively simple scheme

without opening the door to massive tax avoidance. Ministers commissioned

further work and, at our suggestion, outsiders were brouEht in to advise.

Two meetings have now been held with the outsiders and a consensus appears
to be emerging that the formidable difficulties of the original scheme

could be overcome by adopting a more limited version concentrating on the

area of greatest need. This would give relief for small sums (perhaps

up to £10,000) of outsidé capital (i.e. provided by someone other than

the entrepreneur) for a start-up (up to the first three years of a new

firm's life). Although this will not be as generous a scheme as some
=

Ministers originally hoped, the CPRS believes it would be a valuable

incentive to individuals to provide finance for small firms at a critical

stage of their development. We suggest the Prime Minister should encourage
it as EEE';?IErity for financial support. If it can be drafted to keep out
the avoidance industry it is likely to cost some tens of millions of pounds,
rather than around £100m. as envisaged in last year's scheme. It will, of
course, be necessary to consider in the total Budgetary context whether even
such a reduced scheme can be afforded.

1
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Advisory Services

51 The most important non-fiscal proposal is the strengthening of the
Department of Industry's Small Firms Service and its merger with COSIRA,
We agree that the Small Firms Service could learn much from COSIRA and

that some expansion to take on a more active role would be a good idea.

We wonder, however, whether a merger is necessary to achieve this end.

There is a risk that a merger would create a top-heavy bureaucratic
structure and dilute COSIRA's effectiveness in the niche it has established
so well without bringing large benefits to the Small Firms Service. If the
Small Firms Service is expanded one problem it should concentrate on is

helping firms find their way through the Government machine. Some local

authorities have successfully set up industrial development officers who
act as go-between for new small firms and the right people in central
Government Departments, local government and the statutory undertakings
(such as water authorities or electricity boards). Where possible the
Department of Industry should encourage other local authorities to set up
such contact points; if they do‘not the Small Firms Service should do so
itself,

L, I am sending a copy of this minute to Sir Robert Armstrong.

Vi

135 October 1980

2
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PRIME MINISTER

SMALL FIRMS POLICY

™
I shall unfortunately be abroad on 14 October, when you are to hold
your meeting on this important aspect of our programme. Moreover,
although I agree with their broad thrust, I have of course had little
time to consider in detail the new measures and ideas raised in
David Mitchell's note to you. I hope, therefore, that there will be
subsequent opportunity to consider them more fully. In the meantime,
there are some points which I should like to feed into the discussion
at this stage.

2. David Mitchell's minute mentions my proposal to amend company law

to permit companies to purchase their own shares. My Green Paper on

this has had an extremely positive response and provisions in the next
Companies Bill will be warmly welcomed. They will, however, merely
clear the way for re-purchases. It is apparent from the response to

the Green Paper that, unless we remove the tax disincentives,

companies will be able to make little use of their new freedom. This
would lose us all the kudos gained through the change 1n company law.

I hope, therefore, that we can agree that a tax chagﬁg_in this area
should be a necessary part of the next Finance Bill. Of particular
concern in the context of your meeting will be devising, through a

buy back of shares scheme, a means whereby entrepreneurs can repay
loans used to start up a business out of the untaxed income of that
firm. Now this can only be achieved by selling the firm or liquidating
iﬁ-: an obvious nonsense.

(@Yol ieTe by o e v




CONFIDENTIAL

3. The Companies Bill to be introduced in December will provide for
a major reduction in the filing and public disclosure requirements
imposed on small firms in the field of accounts. Around the same
time, I shall be publishing a Green Paper to elicit views on whether
the present system of incorporation under the Companies Acts best
suits small enterprises, whether there are alternative forms which
might be introduced or whether existing forms could be made more
attractive. This may raise for discussion some quite radical
departures from our traditional ideas about incorporation.

4, On a number of occasions in the past, papers covering various
aspects of the work on encouraging small firms have tended to
concentrate on the manufacturing sector and have failed to mention
the parallel needs of the service sectors: David Mitchell's paper
is no exception - it is the service sector, in the broadest sense,
th;t will provide the maq'ori.;-—zofnew Jjobs in the next decades -
from software services to leisure industries. For instance, the
hotel industry has ETESE?'EEZEET;'EEETTE;';?Oblems to those outlined
in his note and its contribution to the economy is considerable.
e —
5. In general, however, I agree with David Mitchell's useful note.
The principal obstacles are planning (i.e. premises) and finance.
On the latter, the clearing banks have made some limited but inadequate
moves to assist small business formation. Bul the problem remains

one of security for bank borrowings. We may have to look again at
(..-- a loan guarantees scheme although, for all the obvious reasons, we

w
rejected it in Opposition discussions.

—
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6. Finally David Mitchell in this and earlier notes touches on the
problems of small businesses in their post formation stage. Until
we restrict the powers of the Revenue Departments and simplify the
collection quEﬂLetc there can be no real incentive to build up a
business. How we can educate "authority" to understand that it has
an interest in encouraging small business as well as policing it, I
do not quite know. They are two different worlds, and neither
understands the other.

7. I am sending copies of this minute to David Mitchell and
recipients of his minute.

/j/ﬁww

J. N‘
(dictated by the Secretary of
State and signed in his absence)

Department of Trade
1% October 1980




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

9th October 1980

T. Lankester, Esq.,
No.1l0, Downing Street

ﬂuuﬁiﬂ; /

In your letter of 23 July to Tony Willis, you said
that the Prime Minister thought it would be helpful
if the report on reducing burdens on small firms
produced by the Small Firms Working Group could be
circulated to those attending the meeting on small
firms which is to be held on 14 October.

Copies of the paper in question have already been
circulated to members of MISC 14, and to Sir Robert
Armstrong. Although it is more or less overtaken
by Annex C to Mr. Mitchell's own paper, I enclose a
copy of the report for the Prime Minister.

I am copying this letter, together with the Working
Group's report, to the Private Secretaries to the
Secretaries of State for Trade, Employment and the
Social Services.

\(Ml Qe
W?«M&u~ }
’I.'-

R.I. TOLKIEN
Private Secretary
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?LIMINATING.U'NDUE BURDENS ON SMALL FIRMS

Report by intérdepartmental omall Firms Group

Reduction of burdens

Reducing panerwork

Dife The statistical divisions providing a common service to
the Departments of Trade and Industry have been reviewed by
Sir Derek Rayner. A Committee has been established to ensure
that the recommendations of the Rayner Report are carried out.

ii. The employment censuses for 1979 and 1980 have been
cancelled: this results in a reduction of 1.6 million forms.
Reductions are to be made in the monthly employment survey
resulting in 50,000 fewer forms per year. Some cuts have
also been made in Department of Employment earnings surveys.
Some further reductions may result from the Rayner review.

iii. Consultants have been engaged to review the administrative
forms used by the Department of Trade. They found that there
was very little complaint by users of such forms, but recommended
improvements in design, layoubt and content of such forms.

These are being implemented.

Reducing disclosure and audit requirements

A Companies Bill is to be introduced in the next Session to
implement the EEC Fourth Directive on Company Law. The
Directive permits reduced disclosure and audit requirements
for firms below a certain size. The Secretary of State for
Trade proposes to take maximum advantage of the concession
permitted for accounts filed, which will represent a major -
reduction in the information at present required of small
firms who will need to file an extensively abridged balance
sheet only.

RESTRICTED




Employment protection legislation

The Employment Act 1980 contains three provisions aimed
specifically at small firms:

a. Industrial tribunals will in future be required to take
into account the size and administrative resources of a firm
when deciding whether a dismissal was carried out reasonably;

b. an extended qualifying period of two years for complaints
of unfair dismissal in firms which have 20 or fewer employees
for the duration of the dismissed employee's employment;

Ce exemption of firms with six or fewer employees from the
maternity reinstatement requirement where it is not reasonably
practicable.

In addition, changes to Industrial Tribunals procedureé,
incorporated in new regulations and aimed at saving time and
cutting costs by sifting out unmeritorious cases, will
particularly benefit small firms. :

Rates

The Local Government, Planning and Land Bill contains provisions

(a) giving small firms the right to pay rates by instalment, and

(b) providing for a more flexible separation of the domestic and

industrial proportion of rates for mixed hereditaments.

: o i Bt R e " {¢) providing for
suspension of the surcharge on empty commercial property, and

(d) reduction of the maximum empty property rate on commercial and
industrial property - Sl

Planning

i. A Development Control circular-will be issued shortly
setting out the Government's advice to Loeal Authorities on
aspects of development control. This will state that where
small scale commercial and industrial activities are proposed

planning permission should not be refused unless there are
strong and specific reasons against it.

1




ii. Subject to the results of consultations and progress on
the Local Government Bill, a General Development (Amendment)
Order will be laid before Parliament relaxing planning controls

over minor extensions to houses and industrial premises,wd
a}.lawmj c,Lu.yJ "S Yy VT ,'gu’ l;-lb‘:h’b r mq,fth)u.ﬁvU 14 Jn\pu ]'chrnffu_

iii. A number of steps have been taken to speed up the implemen-
tation of planning procedures. These include publishing league
tables showing the time taken by local authorities to process
planning applications; proposals to speed up planning appeals
and a new Code of Practice introducing a 28 day time limit on
consultations with statutory consultees; ending of overlapping
planning functions between counties and districts.

Building regulations

A consultative document on_building regulations has e be%ﬁbﬂha
ng%EF ed. This proposes certification by competentipersonsgas
an(alternative to approval by Local Authority. This should help
to speed up implementation of building regulations.

Rights of entry

Following a review of rights of entry into business premises,

an interim report has been made by the DOI to the Prime Minister.
A further report will be made in the autumn. The Committee on
Enforcement Powers of the Revenue Departments, whose membership
and terms of reference were announced on 17 July, will consider
povwers of entry of the Inland Revenue and Customs and Excise.

Health and Safety

The CPRS Report on Health and Safety recommends that the thres-
hold for requiring firms to have a written safety policy and safety
representatives should be raised from 5 to 25 employees. Other
proposals for reducing the amount of new legislation, adopting
codes of practice which are permissive but not compulsory; and
being more helpful in giving advice should be of particular

help to small firms. The detailed recommendations are currently
being considered by an Interdepartmental Group of Officials under
the chairmanship of Patrick Mayhew.

3
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@res desirned to helvn small firms

1979 Budmet

Reduction in the burden of income tax designed to provide
continuing incentives for businessmen and to conpensate for
higher prices resulting from increases in VAT and indirect

taxes.
1320 Budret

Enterorise package for small firms included the following'

neasures:

1% Venture Capital Scheme

Losses incurred after 5 April 13280 on unquoted shares ‘
o oh

subscribed for in trading companies, may be set off against

income instead of only 2gainst capital gains as before.

ii. Ending of Certain Close Comvany Restrictions

&. " Abolitinn of apportionment of trading income of close
Lrading companies, and of members of a trading SToup. Fofa
over-50 Years such companies have had to show that the '1‘
rotantion of profits in the company was needed for the.
business. :

b. Increase in the threshold for appoftionment of
investment income from £1,000 to £3,000.

ca Abolition of close company restrictions on amount which
companies may deduct for interest paid on loans from their
directors. ' b
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iii. Interegt relief on borrowing to-invest in close companies

Tae conditions for income tax relief for interest paid on money
borrowed for lending to a close company in which borrower has
2 naterial interest have been relaxed.

-

iv. Corporation tax on small companies

2. Rate of Corporation Tax on small companies reduced from
42% to uog. i

9. Profits limits (below .which 40% CT rate applies) raised
froa £50,000 to £70,000 with increase in upper linit (atove
which 52% applies) from £100,000 to £120:900. ;

V. Stamp Dutv: dealers in unlisted securities

'

Stock Exchange Jjobbers who transfer stock into their own nanes
temporarily do so at a nominal 5Op stanp duty. This treatgent
is to be extended to licensed and exempted dealers for. similar
transfers in unlisted securities. This facility will nelp in

marketing shares in snmall coapanies. ' ' '

vi, Retirement Annuitv Reliafp

The raising of retirement annuity relief limits will counter
an increasing disparity between generous tax relief avaiiable
for occupational DP2nsion schezes and that available for the
-self-2aployed.

vii. VAT Registration Limits

Registration limit raised froa £10,000 to £13, 500 taxable
turnover Per annum,
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/."O.vi.ii.Sub Contractors tax deduction scheme - 714 certificates
1 .

Finance Bill will remove unnecessarily harsh features of
existing scheme and ease administrative burden on industry.
In particular, three year rule will be cﬂanged and Appeal
Commissioners given greater powers.

Provision of Small Industrial Premises

The first comprehensive study into the availability of small
industrial premises (2500 sq ft and below) commissioned by the
Department of Industry from Coopers and Lybrand in conjunction
with Drivers Jonas was published at the end of March. It
concluded that the rigidity of past planning policies and the
reluctance of the private sector to enter the small premiscs
market had led to an arute national shortage. While éckﬁowledging
that most of the limited amount of small factory buildings over
the past few years had been due to initiatives by the public
sector, the report points out that this had the effect of
distorting the market because of some direct or indirect
subsidisation of rents and was one of the reasons for the
reluctance of the private sector to become involved.

The report recommended that commercial criteria should apply to
all small factory schemes both public and private and it
demonstrated that significant opportunities existed for the private
sector to play a substantial role in increasing the suppiy of
small units either through their own initiative or in partnership
with public bodies. It made the point that in the more
depressed assisted, rural and inner city areas the public
agenéies will need to continue to provide, at least in the
shorter term, a significant share of the flnan01ng of small
factorv developments.

As a result of the report the following measures (whlch were
announced in the Budget) were agreed:-—

Al 100% Capital Allowances for construction of Industrial
Buildings of 2500 sq [t or less for next three years.




b. Industrial Buildings allowances for landlords will be
given when construction expenditure incurred, instead of when
tenancy begins.

c. Administration of industrial buildings allowance rules
will be eased for estates of small workshops constructed for
separate letting to small businesses. :

d. The Department of Industry to provide £5m for the
¢onstruction of small workshops in the assisted areas in
partnership with the private sector.

e. The Secretary of State for the Environment is to begin
consultations to amend the General Development Order to permit
a measure of Use Class flexibility for small units. The
consultation paper was circulated to outside organisations on
8 July.

fe The policy to encourage the private sector into the market

has resulted in recent joiht schemes between the English
Industrial Estates Corporation, the 'CIN (National Coal Board
Pension Fund), Barclays and Midland Bank in the Assisted Areas.

Public Purchasing

A booklet designed to help small firms understand Government
purchasing procedures has been prepared in the Small Firms
Service Series and is expected to be published shortly.

Company Law

It is intended that the next Companies Bill should include
provisions relaxing the present prohibition on a company's
ability to purchase its own shares. One object is to encourage
investment in small companies and to facilitate the retention
of family control of small businesses. A Green Paber has been
published. The closing date for consultations was 30 September
and the Department of Trade is now considering representations.

o,
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The Government's initiative has been generally welcomed,iha@h

decisions remain to be made about the exact operation of the
power of companies to purchase their own shares.

Development of the Department of Industry Small Firms Service

A modest expansion was approved in November 1979. Response to
national advertising in recent months has been satisfactory.

. The service is consolidating its programme of local promotion
to develop awareness. It continues to make counselling available
to redundant employees who wish to set up in business. :

Links with financial institutions will continue to be developed
on both formal and informal bases. A comprehensive national
arrangement with a selection of investing institutions would
replace the existing pilot regional arrangements with Norwich
Union and the Post Office Staff Superannuation Fund, if justified
by the results of these. . )

Training

The report of the special body set/%g the Manpower Services
Commission to review the operation of industrial training
arrangements in Great Britain was published by the Commission
on 31 July 1980. In relation to small firms the report
recommended that the provisions of the 1973 Employment and
Training Act relating to the exclusion of small firms from the
payment of levy to Industrial Training Boards should continue
on the present basis, as should the range of special facilities
and services providéd by Boards to meet the special training
needs of the smallest firms. The Secretary of State for
Employment has welcomed the report as a basis for public
discussion of industrial training policy for the next decade,
and the IMSC has invited comment on the report's recommendations
by 20 October. The MSC will then give the Secretary of State its
considered views on the report's recommendations by the end of
the month. The Government will place its proposals for future
policy before Parliament as soon as possible thereadfter. :

2
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PRTME MINISTER

SMALL FIRMS POLICY

We are to meet on 14 October to discuss progress on our small firms
policies. This note sets the scene on what I hope we can agree as our
immediate and longer term objectives for the sector.

This country urgently needs more businesses to create additional
wealth and to provide extra jobs. Most of these additional firms

will result from 'start ups', as well as growbth of small firms. The
Gov ernmment can hasten this process by helping to create the right
environment. Our policy is founded on this objective and currently

has four main components:-

(a) reducing the hurdles and burdens facing new firms;

——

improved motivation, encouraging start ups and growth

e
through lower personal taxes;

increasing resources within firms enabling them to

E——

weather inflation and grow;

improved counselling (advisory) services to help start ups

and to reduce business failures.

CONFIDENTTAL
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I attach at annex 'C' a note of progress achieved so far under each
Py

of these headings. The list may appear long, but the effect of these

measures, whilst representing a promising start, has been relatively
modest and more needs to be done if we are to realise the sector's

P —
potential.

. Clearly, we have to be realistic about what resources are likely to

be at our disposal. This calls for cost-effectiveness and a careful

ordering of priorities. In the short term, action is in hand on a
number of fronts and these are summarised in annex 'A'. Most of the
items are self-explanatory and can be aired at our meeting.

&

Lack of premises and the raising of finance are foremost emongst the
M il e ATty

problems encountered by those who seek to start up or expand.

Satisfactory changes are in hand on premises, but finance remains

the major outstanding problem. I would like to set out the reasons

for this:-

(a) most small businesses start significantly under-capitalised;

inflation nmakes businesses cash hungry, pre-empting the
A S s
resources which would otherwise be available to finance growth;

most (not all) entrepreneurs will not wish to share their

equity;
P il

the more dynamic are borrowed up to the limit permitted by

their bank and frequently tend to over-trade;

CONFIDENTIAL
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although the High Street banks have moved to extend the
frontiers of their lending, there is a consensgus in the non-
banking business sector that their lending decisions are too

much related to the ability of the borrower to pledge security

(this is a common phencmena in most industrialised countries
which is met by a loan guarantee scheme in Germany, the
T
Netherlands, Japan, Canada, USA);
LSS —  g—  we—

in their early months/years, new businesses are unlikely to

be making a profit. This sets them at a severe disadvantage

relative to businesses which are profitable in that the latter

can set against tax the cbst of servicing their overdraft and

most other expenses of running the business. True, when profits
are made, they can subsequently write off their accumulated

losses, but it is a major drag on achieving profitability.

We are already encouraging the financial institutions to do more to

help small businessmen and our work involves contact with the clear-
ﬁ

ing banks, merchant banks, pension funds, venture capital companies
—— ————, € $09020 e——
and other specialist organisations. I attach particular importance
h
to the work we are doing on the pursuit of funds by new technology-

"~

based firms (NTBFs) and I understand you have recently rec?}ved a

separate report about this. A further development worth reporting
is the arrangement that the NEB is trying to bring off with an

American venture capital company (the Melchor Corporation) to stimulate

new technology-based activity in the Assisted Areas. It is intended

that the NEB and Melchor will jointly manage an NEB fund directed

CONFIDENTIAL
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towards small NTBFs in California that want to set up in association

with partly privately-funded ventures in the UK.

In general, the financial institutions are responding well and some
interesting new schemes are being announced but, notwithstanding
these developments, there still seem to be a number of gaps in the
market and important opportunities for growth are being lost. We
must fill one of these gaps by providing a new incentive for the
private backer who offers a potentially valuable source of venture
capital. The best incentive we can offer in this precise area dis
tax relief for equity investment in small firms and I would rank the
introduction of such relief as one of the most immediate priorities

for action in our policy for small firms.

The private backer can offer a more flexible approach to his

investment in a small firm than a bank or other financial institution.

He can take a longer term view of a business's chances of success
and provided the rewards are sufficient, he may be prepared to take
a higher risk. A small businessman is generally more willing to
give up equity to such a partner, particularly if he is a relative
or a friend, and he stands to benefit from any relevant business
experience the private backer may have. The introduction of the
proposed buy-back of shares scheme will_go a long way to overcome

-

the reluctance of many proprietors to part with any of their equity.

I believe a much greater incentive than those offered so far will be

necessary to woo investors away from making safe and attractive
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institutional investments. I understand consideration of tax relief
for equity investment in small firms in the FASE Group should be
completed by the end of the year and I hope that the scheme will

then be introduced in the next Budget.

Another incentive could be offered through the introduction of Small

Firms Investment Clubs with tax incentives for both the Club and the

individual who invests in it, but consideration of the proposal

(again in FASE) is unlikely to be completed before the next Budget.

Although the resources at the Chancellor's disposal in 1981-82 may
be limited, the equity investmént proposal remains the most imaginat-
ive and significant option before us and one which I believe would be

of major and lasting importance for small firms.

The above, together with annex 'A' refer to matters in hand. There

will be need for more action, and I suggest in annex 'B' additional
measures which would be of considerable benefit to the sector. I
accept that some of these are ambitious and some potentially costly
but I hope they can now be examined. Taken with what we have already
achieved, they would go a long way to create the right environment

in which small firms would start up and grow; a climate somewhat
more akin to that provided by our European competitors who have a

significantly more flourishing small firms sector than ours.

I am sending copies of this note to Keith Joseph, Geoffrey Howe,

John Nott, Michael Heseltine, Jim Prior, Patrick Jenkin and

Sir Robert Armstrong. _\- M

DM CONFIDENTIATL
6 October 1980
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OBJECTIVES STILL TO BE FULFILLED
OBJECTIVE / LEAD DEPARTMENT

Treasury

i tax relief for equity investment

in small firms

2kt introduction of Small
Business Investment Clubs (SBICs)

iii  review of capital taxation

iv VAT estimated quarterly pay-
ments for small firms. This would
involve interim payment of VAT
based on an agreed percentage of
turnover. It would relieve to some
extent the administrative burden

on the small businessman.

CONFIDENTIAT

)
)
)
)
)

PRESENT STATUS

under consideration

in FASE Group; see
covering note

(work on (ii) is
unlikely to be completed
before the next budget)

I was disappointed
to note that the
Capital Tax Review
led only to the
raising of exemption
limits rather than
structural change.
CTT is a major ,
cause of the sale of
medium sized smallexr
firms and leads to an
unhealthy concentration
in industry. I have
asked officials to
consider whether some
amelioration of the
CTT burden can be
linked to the proposed
legislation providing.
for buy back of shares.
(-Very small firms
enefit from the 1980
budget relief exempting
businesses up to £100,000.
There is no business
problem with Quoted
companies. The problem
lies between these 2
sizes.

Under consideration

in the Treasury. I
hope an early decision
can be taken to
introduce this option.
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OBJECTIVE / LEAD DEPARTMENT

EmElozgent

Management Training for Small Firms,
This is an important objective which
is vital to the well being of the
small business sector.

Environment

i De-rating of sealed parts of
business premises,

it Relaxation of building
regulations.

394 A small but niggling matter,
the collection of dustbins

Energy/Trade

Steps should be taken to privatise
the retailing and contracting
activities of the electricity
boards.

DHSS
S Full sickness benefit and
hospital cover for the self employed

and their families while
travelling in the EEC.

2
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Assuming the review of
ITBs leads to their
retention in broadly their
present form I hope that
DOI discussions with the
MSC and DES will lead to
the provision of management
advice through the ITBs
and a better co-ordinated
approach to management
training in general,

This proposal has been
examined and seems unlikely
t0 be adopted but I conside
it would be of considerable
value to those small firms
to which it applied.

Under consideration in
inter-departmental
working party.

Local authorities have

no discretion to waive
charges for the collection
of one or two dustbins. I
urge that a de minimis
discretion be given to
local authorities.

Awaiting official
consideration of MMNMC
report on gas boards,

DHSS have pushed this
strongly in the EEC but
attempts to introduce this
measure are, so far, blocked
by the Danes.
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OBJECTIVE / LEAD DEPARTMENT

alal Sick Pay A consultation
documen S been issued advocating
the transfer of the provision of
sickness pay for the first 8 weeks
to the employer, partly compensated
for by a rebate on the NI
contribution.

3
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Colleagues should be
aware that in its present
form this proposal will
be fiercely resented.




CONFIDENTIAL

SMALL FIRMS POLICY ANNEX B

SUMMARY OF POSSIBLE FURTHER MEASURES TO IMPROVE THE ENVIRONMENT
FOR SMALL FIRMS

REVIEW OF CORPORATION TAXATTON

Stock Relief

The 1980 Budget statement foreshadowed fundamental change in
the 1981 Finance Act. If this change does not materialise
then we must consider extending the one year 'dip relief to
two years and writing off past stock relief more quickly so
as to improve the borrowing capacity of small firms.

Investment: Fixed Assets

The three year carryback of first year allowances still does
not give relief to certain small companies who from time to
time have to invest in particularly expensive items of
equipment. Unless the Corporation Tax Review significantly
alters the first year allowance system I should like to sgee
the time limit extended back from three to perhaps five or
Six years.

Start-ups

Turning now to individuals and partnerships, I should like

to see the existing relief for trading losses, which can be
set-off against pre-trading income, extended to investment

in working capital.

In the context of such enhanced benefits, I would also like
to see consideration being given as to how the transition
from sole trader or partner to corporate entity could be made
more easy in respect of tax liability.

A further idea would be to counter the disadvantage that new
businesses have in not being able to offset borrowing costs
against tax. This would be done with a scheme which allowed
borrowing costs to be net (not dissimilar in principle from
the benefit of the Mortgage Option Scheme for the low tax-
paying house buyer). As a protection against abuse it

could be assumed that the proprieter draws say £5,000 per
annum as salary during the first five years otherwise
artificial losses would be created.

A LOAN GUARANTEE SCHEME
Ithope further consideration can now be given to a government
loan guarantee scheme for small firms for introduction when

the need for monetary constraint diminishes. There has
been considerable pressure for the introduction of such a
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measure amongst representatives of the small business community
and our own back-bench small business committee. The clearing
banks however are unenthusiastic about guarantee schemes

and their lending policies for small firms have become somewhat
more imaginative recently. The value and cost-effectiveness

of such a scheme cannot be proved without a trial run but

for my part I am convinced that it would lead to additional
lending in an area where there is a specific inadequacy in

our institutional arrangements, namely the start up or fast
growing small firm which characteristically is short of
collateral. I believe we should now explore with the banks

the arrangements for a pilot scheme to be introduced as soon

as circumstances are more favourable.

MANAGEMENT ADVISORY SERVICES: THE SMALL FIRMS SERVICE AND
COSIRA

There is little doubt that the Small Firms Service run by
this Department is a success and that its counselling arm in
particular is proving of real benefit to small business
owners. Put with a responsive role, the service is only,
getting through to a tiny proportion of the small firms
population. A substantial increase in its activities could
be achieved with a limited*extra call on public funds. The
annual cost of the service at present is under £2m. One

key change would be to move from a responsive to an actively
canvassed form of promotion, such as exists in CoSIRA; in
thisadegree of priority could be accorded to NTBF.EQew 7&;'“."]

CoSIRA operates a management advisory service for manufacturing
firms in the rural areas and there is a need to consider how

the two services could be combined to provide a uniform facility
across the country. A single service could be more cost
effective than the present side-by-side operation of CoSIRA

and the Small Firms Service. Michael Heseltine has put to

us his ideas for improving the quality of these advisory
services for small firms and Keith Joseph has suggested a

more fundamental examination of how management assistance

might best be provided in the future to the small firm no

matter where it is located. I believe that such an examination
might well establish that a single service is the right
solution. Other policy objectives, such as rural, regional

or inner city, could be accommodated by supplementing the
national service in particular selected locations with more
intensified promotion and possibly lower fees. In this way

I believe that a better service to small firms could be provided.

CONFIDENTTATL
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SMALL FIRMS POLICY  ANNEX C
GOVERNMENT ACHIEVEMENTS IN THE FIRST 15 MONTHS
A HURDLES AND BURDENS

One of the worst is the lack of small premises with planning
comsent. BSteps taken include:

1 Swifter planning decisions,announced at public
enquiries, not months later.

2 A new Circular on Development Control due originally in
September should make it easier for inoffensive small
firms to use existing non business premises.

3 100% tax allowance for 3 years on building or
conversion of premises up to 2,500 sq ft. Signs of
vigorous take up.

4 DOI through English Industrial Estates building
over 1,000 small units in the Assisted Areas.

The lowering of‘DevelOPment Land Tax and the

£50,000 exemption for small plots is helping to bring
sites onto the market.

The Employment Protection Act actively deterred small firms
from taking on extra employees for fear of claims for unfair

dismissal.

6 The qualifying period for alleged unfair dismissal
claims hasg been extended from 6 months to 12. For

firms with 20 employees or less it will from autumn
1980 be extended to 2 years in respect of new employees.
An important simplification since Redundancy has a
similar 2 year qualifying period.

7 Industrial Tribunals to take account of size and
resources of employer.

8 Frivolous claims deterred by a liability to
costs.

9 Post Maternity re-@nstatement waived for firms
of 5 employees or less, if re-instatement not practicable.

Two specific unfairnesses in Rating systems have been corrected.

10 The right to pay rates by installments conferred
on small firms.

11 Given to owners of "Mixed Heriditaments" the
right to more domestic rate relief.

1
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Numerous regulations and controls eased or swept away.
{2 Price controls abolished.
13 Abolished office development permits.
14 IDC exemption lifted from 12,500 to 50,000 sq ft-.

The Industrial Training Boards have aroused a number of small
firm eriticisms.

15 A major review of the ITB'system has been under-
taken - the results are being considered.

Direct Labour Departments of local authorities threaten
unfair competition to private sector builders.

16 DIO's are being established as separate trading
organisations.

7 A proportion of contracts must be put out to
tender.

18 DIO's must trade at a profit, 3 years of failure
risks being closed down.

Sub-contractors in the building industry have had unreasonable
conditions to comply with when they wanted a 714 tax certificate,
accordingly we have:

19 Removed the conditions requiring £250,000 insurance
cover,

20 Relaxed the 3 year rule,

21 Introduced a right of appeal against refusal of
certificate by tax inspectors.

22 Ensured reasons for refusal are disclosed to
applicants.

25 Deleted a number of peripheral activities from
scope of 714's.

Self employed have to make their own retirement annuity
arrangements to top up the basic state pension.

2 Increased from 15 to 171% the tax allowed
contribution.

25 Removed the ceiling of £3,000 on contributions.

2
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26 New concessions enable unutilized contributions
to be carried forward for 6 years.

27 Contributors have 12 months after year of
assessment in which to pay and claim for that year.

There has been criticism of the use of powers of entry by
Inspectors.

28 Committee of Enquiry has been set up to look
into the tax enforcement powers of Inland Revenue and
Customs and Excise.

29 A detailed review has been carried out of all
other powers of entry by alMinister in each Department
concerned.

The administration of VAT cannot avoid being a burden to the
smallest firms.

%0 We have fulfilled our promise to move to a
single rate.

21 Lifted the exemption to £13%,500 the maximum
permitted under EEC regulations agreed by the previous
government.

Statistical questionaires can be a time consuming burden as
can disclosing detailed accounting information.

B

52 We have cut out over a million questionaires.

32 Limited companies with turnover of £1 million
or less have disclosure requirements reduced.

IMPROVED MOTIVATION

Less burdens and more rewards are the key to encouraging more
start ups.

Al The largest ever cut in Income Tax for those who
succeed and hit the top rate: 60% is in line with
Furope.

35 Capital Taxes under review. As an interim
measure CTT exemption lifted to £100,000 on business
assets.

C INCREASED FINANCIAL RESOURCES AVAILABLE WITHIN SMALL FIRMS

By lower taxes and encouraging lenders and private backers.

%6 Reduced small firms rate of corporation tax
from 42% to 40%.
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37 Extended the lower rate to firms with up to
£70,000 pre tax profits.

38 Ended the 'close' company distribution requirements
in respect of trading profits.

39 Written off the first 2 years of stock relief
deferred liability.

40 Provided &4 million for loans by COSIRA this year.

41 Arranged EIB loans for 7 years at 10% fixed plus
2% insurance cover (on risk of exchange rate changes)
now available at a lower limit of £15,000 in assisted
areas only.

42 Encouraged private backers by cutting investment
income surcharge from 98 to 75%. -

4% Interest on loans for investment in close companies,
where there is a 5% shareholding,allowed against income
tax. '

44y Tax allowance on losses on investments in unquoted
companies.

45 Commenced using the DOI Small Firms Counselling
service for assessment of investment propositions on
behalf of pension funds.

46 Published a consultation paper on 'share buy
backs' which would help to overcome the reluctance of
small firm proprietors to accept outside investors.

IMPROVED COUNSELLING.SERVICE

47 The Small Firms Service of the DOI hes been
allocated more resources and provides a comprehensive
service covering information and business advice both
to those considering start ups and firms who have run
into problems. (Nation wide Freephone number 2444
automatically ties up to nearest local centre.)

48 The counselling service now covers all main towns
with a system of clinics and personal appointments.

CONFIDENTIAL
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FO
CBI President, Sir Raymond Pennock

Since the start of my term of office as President, and through extensive contact
with CBI's own smaller firms members, I have become increasingly aware of the
importance of smaller firms to the economy.

I am certainly not alone in this respect. In the past few years there has been

" a growing public awareness of, and interest in, smaller firms. However, it is particularly
important that this should be matched by a clear understanding of the problems
of smaller firms and their position in the economy. I believe that this document

* makes a major contribution to this.

The CBI has of course always recognised the special needs of its smaller firms
members and their interests are reflected in its policies. Thus for businessmen,
policy makers and the general public, the subjects covered by "Smaller Firms
"in the Economy" are of great importance, and I commend it to you.

lwd“-
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INT{JOUCTION

Chairman of the CBI Smaller Firms Council, Fiennes Cornwallis

Smaller firms play a vital role in the British economy. For our national economic
performance to improve in the future, a successful and growing smaller firms
sector is essential. The achievement of this depends in part on there being the
fullest possible understanding of the present position of smaller firms and their
future needs. Therefore the late Sir John Methven and I agreed that the CBI staff
should prepare a document drawing together the available material on smaller
firms in the economy.

“ This document falls into three sections:

i At the outset it explains the difficulties of defining smaller firms,
but goes on to present as full a statistical picture as possible of their
current position in the economy; this forms a valuable point of reference
for future work. Current CBI policy in relation to smaller firms is
then summarised. These matters are covered in Chapters I and IL.

The middle section of the document explores two especially important
topical issues - the impact of smaller firms on employment, and their
financing. This is set out in Chapters IIl and IV.

Finally in Chapter V there is a look into the future. What remains

to be done for smaller firms in the light of existing CBI policy is spelled
out, and questions on possible future directions of policy are raised

for discussion.

[ believe this document will help all who are involved in or concerned for smaller
firms to understand better their actual and potential role in the economy. More

importantly it will provide a sound basis for the exarnination and development
of policies.
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CHAPTER 1 .

PR

DEFINITION OF SMALLER FIRMS AND THEIR PLACE IN THE ECONOMY

INTRODUCTION

1.01 The main body of knowledge about the role of smaller firms in the UK economy
continues to be the Committee of Inquiry on Small Firms, more popularly known

as the Bolton Committee. This Committee reported in 1971 but most of the statistics
produced for it referred to the middle 1960s. Some more recent statistics have

now become available and, in addition, another official body, the Wilson Committee(1),
has devoted an interim report to the financing of smaller firms. Together these

have made it possible to review and develop some of the conclusions of the Bolton
Committee.

1.02 Two of the most important conclusions of the Bolton Committee were

that the UK smaller firms sector in manufacturing industry was declining and

that its contribution to output and employment was much below that of the smaller
firms sectors overseas. As has subsequently become apparent, the declining trend
had probably just begun to turn around by the time the Bolton Committee reported
in 1971. Since then, in manufacturing industry, while larger firms have declined
both in numbers and in contribution to UK employment, the number of smaller
firms has risen sharply and their contribution to employment has ceased to decline
and may also have increased. Meanwhile it is no longer so clear that the contribution
of the UK smaller firms sector is as small as was earlier thought relative to other
comparable countries.

DEFINING SMALLER FIRMS

1.03 What then are smaller firms? There is no single generally accepted definition

of a smaller firm, either internationally or within the UK. The term "smaller

firm" is commonly used to describe firms of varying legal and ownership structures,
from different sectors of business, at particular stages of development as well

as firms of a certain size. This means that there is a large number of firms, reflecting
a wide variety of interests, which are varyingly regarded as small or smaller(2).

The classification of firms as "smaller" is generally based on either size or qualitative
criteria, or a mixture of both.

Size Criteria of Smaller Firms

1,04 The most widely used statistical definition of a smaller firm in the UK is

that used by the Bolton Committee(3) in 1971. As Table 1 shows, the Bolton Report
focused on a level of 200 employees in manufacturing as a threshold below which
firms could be thought of as "smaller". However, the Report recognised that

in some sectors, such as construction, a firm employing 150 people can be considered
to be quite large in relation to its competitors because the nature of the business
means that firms tend to be organised in smaller units than in manufacturing.

This led the Bolton Committee to produce different thresholds of numbers of
employees for particular sectors (for example the Committee set the thresholds

for mining and construction at 25 employees or less) which provided a measure

of the relative size of firms in comparison with the sector as a whole. However

(1) Committee to Review the Functioning of Financial Institutions. _

(2) Generally this document uses the term "smaller firm", but except where
specifically stated no attempt is made to distinguish between this and the
term "small firm". The terms "firm" and "business' are used interchangeably
to cover both companies and unincorporated enterprises.

Report of the Commitﬁee of Inquiry on Small Firms (Bolton Committee)
Cmnd 4811, HMSO 1971.




T‘E 1

BOLTON COMMITTEE'S DEFINITION OF SMALL FIRMS
Manufacturing 200 employees or less
Retailing turnover of £250,000 pa or less*
Wholesale trades turnover of £990,000 pa or less*
Construction 25 employees or less
Mining/Quarrying 25 employees or less
Motor trades turnover of £500,000 pa or less*
Road Transport 5 vehicles or less
Catering all excluding multiples and brewery

managed public houses.

Figures for turnover have been revised to allow for inflation and relate
to the RPI at July 1980 prices. Bolton's original turnover definitions
were based on 1963 prices.

Source: Interim Report of the Committee to Review the Functioning

of Financial Institutions (Wilson Committee) Cmnd 7503, Appendix
1,p43

TABLE 2

DEFINITIONS OF SMALL AND MEDIUM-SIZED FIRMS IN EIGHT EEC COUNTRIES

Belgium 1 to 50 employees

Denmark 6 to 50 employees

Federal Republic of Germany 1 to 499 employees

France 6 to 500 employees

Eire g 1 to 50 employees (small business)
Italy 1 to 500 employees

Netherlands 1 to 100 employees

United Kingdom 1 to 200 employees (small business)

Source: Council of Europe: "Report on the Future of Small and Medium-
Sized Business in Europe'.




in absolute terms, firms employing less than a certain number of people might
thought of as sharing common characteristics arising from their common size,
'en though their relative size varied with the sector of the economy in which
they operated.

1.05 Agreement on a statistical definition of a smaller firm, based on the number
of employees, is not, however, widespread. Table 2, for example, shows the accepted
definitions of small and medium sized manufacturing firms in eight EEC countries.
The range of definitions is a reflection that any cut-off point is likely to be arbitrary.

1.06 Returning to Table 1, the Bolton Committee also felt that it was more appropriate
in certain cases to use a threshold based on turnover, or a combination of turnover

and employees, rather than simply a threshold based on the number of people

employed by a firm. For example, in a business such as wholesaling levels of employment
may vary widely for a given level of turnover, as the degree of capital intensity

varies with the type of product. In this instance the level of turnover would be

a better guide to the relative impact of firms within that sector than the number

of people that they employed.

Qualitative Criteria

1.07 The Bolton Committee clearly recognised the difficulty in finding a statistical
definition of a smaller firm which adequately reflected what it regarded as the
most important qualitative characteristics common to smaller firms in general.
More important than simply the size of its labour force or its turnover, the Bolton
Report defined the "true" smaller firm as having three essential characteristics:

- a small market share and therefore only limited power to influence
trading conditions;

personalised management with the owners themselves actively participatiné
in all aspects of management; and

financial independence, with the owners having effective control of
the business.

Firms satisfying these criteria might vary considerably in their number of employees.
In policy terms an independent firm with 500 employees might therefore have

more in common with one employing only 10 people rather than with other firms

of comparable size which did not share these essential characteristics.

Defining Smaller Firms for Policy Purposes

1.08 Defining what is meant by a "smaller firm" becomes critically important
when considering what policies are necessary for the health of the smaller firms
sector of the economy. There is at least agreement that the smaller firms sector,
however defined, is'extremely diverse. Varying influences affect the position

of different groups of smaller firms and as a result particular categories of smaller
firms may have differing, though not necessarily competing, interests. For example,
the significance of policies designed to improve the financing of smaller firms
varies considerably between relatively capital intensive businesses, often in the
manufacturing sector, which may be interested in finance for fairly large fixed
investment projects, and smaller outlets such as some shops, which are mainly
concerned about finance for their routine operating costs.

1.09 Because of this, no single definition of "smaller firms" is sufficient when
looking at policy issues. The appropriate definitions in individual cases will need
to take account of some or all of the following.factors:

i Legal and Ownership Structure: Whether a business is incorporated
or not, and whether it is a private or public company or even a partnership
or sole trader, its legal structure will influence the motivation to seek,




and the capacity to raise, finance. The tax regime associated with
different legal forms of business will affect the continuily of ownership
and/or the capacity and desire to expand the business. The legal conditions
governing membership of a firm - a partner in a partnership or a shareholder
in a company - also affects continuity, control and the ability to attract
outside investors. '

Number of Employees: The number of issues with which a smaller

firm is likely to have to deal may be a consequence of its number of
employees. Some legislation, concerning, for example, employment,
is drafted to have different effects on firms with differing numbers
of employees, irrespective of their structure.

Turnover: Some legislation, such as that relating to VAT, affects differently
firms with differing levels of turnover. The financing requirements

of some companies may well largely reflect the scale of their turnover.
Turnover is, therefore, sometimes another factor of importance for

smaller firms policy.

Nature of Business: Access to finance can be of significance for smaller
firms, particularly in certain types of business. Where firms are capital
intensive, this affects both the scale and the nature of their financing
requirements, and is yet another relevant factor for policy purposes.

Stage of Development: The final point to be considered is the distinction
between new and established smaller firms. Nearly all new firms are
small, but the reverse is certainly not true. This distinction can have
relevance for policy. For example incentives or disincentives to the
formation of new firms may not have any direct effect on smaller

firms generally and conversely, measures affecting smaller firms as

a whole may have only an indirect effect on the establishment of new
firms.

1.10 Although there are common problems and opportunities within the smaller

firms sector, and indeed within the business community as a whole, the many
variations of interest that there are should not be overlooked for policy purposes.
Therefore there is a need to recognise that whatever the validity of a definition

for one particular purpose, it is likely to be of only limited general value. Faor
different purposes an inevitably arbitrary definition will have to be drawn at different
levels, and it may be that for many purposes qualitative, not quantitative, distinctions
can be more important. But for discussion purposes, it is necessary to accept

some general definition, however imperfect.

1.11 Therefore unless otherwise stated, subsequent references to smaller firms
are based on the definition that a smaller firm is an enterprise with less than

200 emplayees. Such.a definition yields the "best" statistics; however, particularly
for policy purposes, more limited and specific definitions are sometimes more
appropriate, and where this is the case what is meant by the term "smaller firm"
in that context is made clear.

THE ECONOMIC CONTRIBUTION OF SMALLER FIRMS

1.12 One assessment of the contribution of smaller firms to the economy can

be made using data from the 1976 Census of Employment. The Census excludes
agriculture, forestry and fishing, but covers the remainder of the economy. The
.Census is based upon "Census of Employment Units". A "unit" is defined as an

address at which an employer holds pay records. It follows that the unit does

not always correspond to a single business, but this is commonly the case when

the units are small(4). In 1976 the number of such "units" with less than 200 employees
was 1,019,798. Table 3 shows the breakdown of employment "units" by size. It

(4) Further references to "units" in this chapter use this definition.




ABLE 3
DISTRIBUTION OF EMPLOYMENT BY SIZE OF FIRM* IN 1976

Size of Census of Number of Census Percentage of GB
Employment Unit Employment Units 2 Employment
(numbers employed) Covered by Census

1-99 1,001,458 45.5) 57.2
100-199 18,340 )=
200+ 15,650 42.8

All Units 1,035,448 100

Source: CSO Regional Statistics (1980 Edition)

* Employment Unit as defined in para 1.12

TABLE 4
SMALLER FIRMS' CONTRIBUTION TO EMPLOYMENT BY REGION IN 1976 (PER CENT)
(1) (2) (1+2)

Size of Census of Employment Units

1-99 100-199 1-199
Great Britain 45.5 = 1357 Sy

England 45.3 1Ly 57.0
South West 54.0 1251 66.1
East Anglia 50.2 11.6 61.8
South East 472 1222 58
Yorks and Humberside 46,3 d25 Y SBLT
North 43.4 10.6 54.0
East Midlands 41.4 1152 52.6
West Midlands 40.9 10.6 Sils)
North West 39.5 1A + 50.8
Wales 43.5 11.8 Ly
Scotland 46.8 11.8 58.6
Northern Ireland* Byl 6 64.7

Source: i CSO Regional Statistics (1980 Edition)
ii Northern Ireland Digest of Statistics (March 1980)

These figures relate to 1978.
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SMALLER FIRMS' CONTRIBUTION TO EMPLOYMENT BY SECTOR IN 1976 (PER CENT),
GREAT BRITAIN

(1) (2) (1 +2)

Employment Size of Census Units

1-99 100-199  1-199

All Manufacturing Industries
Service Industries*

Mining and Quarrying
Food, Drink, Tobacco
Coal and Petroleum Products
Chemicals and Allied Metal
Manufacture
Mechanical Engineering
Instrument Engineering
Electrical Engineering
Shipbuilding and Marine
Engineering
Vehicles
Metal Goods not elsewhere
specified
Textiles
Leather and Fur .
Clothing and Footwear 41.8
Bricks, Pottery, Glass, Cement 32.0
Timber and Furniture Sificl
Paper, Printing and Publishing 4.1
Other manufacturing 30.4 14.0
Construction 67.1 14.8
Gas, Electricity and Water 229, 1523
Transport and Communication  37.0 13.3
Distributive Trades 76.3 9.8
Insurance, Banking, Finance
and Business Services 62.0 10.9 T#GE)
Professional and Scientific
Services 418 1je)y7/ 5256
Miscellaneous Services 78.6 8.8 87.4
Public Administration and
> Defence - 38.4 18.9 5755

Note: This Table was compiled from data given in Table 2A of the article "How
Big is British Business" which was published in the January 1978 issue of the Department
of Employment Gazette.

* "Service industries" comprise transport and communication, distributive
trades, insurance, banking, finance and banking services, professional and
scientific services, miscellaneous services, and public administration and
defence.
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CONTRIBUTION OF SMALLER ENTERPRISES* IN MANUFACTURING TO EMPLOYMENT
AND OUTPUT** IN THE UK

Employment Output

20.9
21.5
20.7
2155
21.9
22.6

* Enterprises employing less than 200 people.

#*  Output is defined as total sales and work done minus the cost of purchases
and industrial services received.

Source: Reports on the Census of Production.

See note to Table 7 for definition of an enterprise.

TABLE 7

NUMBER OF PRIVATE SECTOR ENTERPRISES IN UK MANUFACTURING, 1963-1976

Enterprises (thousands)

Less than More than Total Small* as percentage
200 employees 200 employees of total

93.8
94.3
95.3
95.4
g5,
96.0
96.2
96.5

1963 61.5 4.1
1968 58.2
1971 71.4
1972 69.0
1973 74.1
1974 81.1
1975 83.4
1976 86.3

om0
s e =N S T
FO0PVNO IOy

* nSmall" is defined as less than 200 employees

Sources: i Reports on the Censuses of Production
i Historical Record of the Census of Production 1907-1970

Note: An "enterprise" is defined as a business consisting of either a
single establishment of two or more establishments under common
ownership and control. An establishment is the smallest unit
which can provide the information normally required for an economic
census, for example, employment, expenses, turnover, capital
information. Typically the establishment embraces all the activities
carried on at a single address.




suggs that over half of those employed in Great Britain work in "units" employing
less than 200, and more than two employees out of every five work in "units" employing

less than 100.

1.13 Table 4 presents figures broken down by region. The table shows that the
contributions of smaller businesses to total employment vary from 66 per cent

in the South West to 51 per cent in the North West. It seems likely that, although
the inclusion of agriculture, forestry and fishing would increase the proportions
_of employment accounted for by smaller firms, it would not alter the conclusion
that relatively greater proportions of the population work in smaller firms in the
South West, Northern Ireland and in East Anglia and relatively lower proportions
in the Midlands and North West.

1.14 Table 5 gives a breakdown by size of "unit" for the different industrial sectors.
It confirms the general impression that employment tends to be most concentrated
in relatively smaller businesses in the construction, distribution and service sectors,
and least concentrated in manufacturing, gas, electricity and water and mining

and quarrying. However it also demonstrates that within the manufacturing sector
there are areas where smaller establishments predominate. In the "leather and

fur", "clothing and footwear", "timber and furniture" and "metal goods not elsewhere
specified" industries, more than half the employees are employed in "units" with
less than 200 employees. In manufacturing as a whole, "units" with less than 200
employees account for over 37 per cent of employment, and in service industries

for 67 per cent.

Contribution of Smaller Firms to National Output

1.15 There are no comprehensive figures comparable to those for employment

in Table 5 which illustrate the contribution of smaller firms to production for

the whole economy. However such figures are available for manufacturing industry
and are given in Table 6. This shows that the contribution of smaller firms to
output in manufacturing has been lower than their contribution to employment.
This should not, of course, be taken as implying smaller firms are inefficient;

it is likely to reflect a connection between capital-intensive types of manufacturing
business and large-scale undertakings - smaller firms tending to be more labour
intensive.

Recent Trends in the Number of Smaller Firms

1.16 The trends in numbers of smaller firms have differed from industry to industry.
For example in the retail sector, which largely consists of smaller firms, the actual
number of businesses fell fairly sharply during the 1961-76 period, from 374,000

to 297,000 (on a definition of turnover below £50,000 at 1963 prices). In the construction
sector the trend in size of firm is difficult to identify because of statistical coverage
changes in the census for the industry. It appears that there has been a decline

in the number of firms in the industry, with the proportion of smaller firms remaining
about constant; but there has been a decline in the proportion of output and employment
attributable to smaller firms since 1973.

1.17 In manufacturing, however, the trends have been different. This is illustrated
by the numbers of manufacturing establishments with 10 employees or less. Between
1930 and 1970 the number of such establishments fell from 160,000 to some 38,000.
Since then the number has risen sharply, reaching 57,000 by 1976. The number

of private sector enterprises operating in the manufacturing sector is set out

in Table 7; in this table "smaller" is defined as those enterprises (see note to Table 7)
with less than 200 employees. The figures show that the actual number of smaller
enterprises has risen by over 18,000 between 1968 and 1976 and that as a proportion
of the total number of enterprises, smaller ones have increased by over 2 per cent.

1.18 Another indication of the recent trend in numbers of smaller businesses
is given by the figures for new companies registered in Table 8. Many businesses
of course do not register as companies and some newly reqistered businesses can




. TABLE 8

REGISTRATION OF NEW COMPANIES IN THE UK
1970 30603 1975 46246
1971 39827 1976 56701
1972 55148 1977 55966
1973 68063 1978 64378
1974 43070 1979 67207
Sources: | Department of Trade Annual Reports.

ii Company Registrations Office, Belfast.

TABLE 9

;l'p!::E CONT?IBUT[ON OF SMALLER ENTERPRISES TO EMPLOYMENT IN MANUFACTURING -
R CENT

Employment Size

1-99 1-199

Denmark+ (1973)% 36.3 5241
Ireland+ (1968)* 33.0 49.8
Italy (1971)* na = 47.3
Netherlands+ (1973) 36.0 47.8
Belgium (1970) 352 43.4
Germany (1970) 28.8 37.0
France (1976) 25.2 34,2
Luxembourg (1973) 1971 28.2
UK (1976) /Al 22.6
Japan (1970) 51.6 na
USA (1972) : 24.8 na

Sources: i Small and medium-sized Enterprises and the Artisanant, Commission
of the European Communities January 1980

ii 1976 Report on the Census of Production.

include energy and water industries.

figures for these countries exclude employment in very small enterprises
and therefore understate the contribution of small enterprises.




be 4* large; therefore the statistics of registrations cannot be used as a comprehensive
guide to new activity. There are no comparable statistics on business closures.

At the end of 1979 there were 795,946 registered companies in the UK of which

some 59,340 were in liquidation or in course of removal. The effective number

on the registers was therefore 736,606. New companies as a proportion of the

effective number on the registers at 31 December rose from 5.8 per cent in 1970

to 11.2 per cent in 1973. The corresponding figure for 1979 was 9.1 per cent.

International Comparisons

1.19 There are considerable difficulties in making reliable comparisons between
statistics for different countries. Most comparisons refer soley to the manufacturing
.sector, which contains only a small proportion of the total number of smaller
firms. In any case coverage in the different countries is by no means consistent;
* UK experience has indicated that minor coverage variations can have considerable
effects on figures for smaller firms. It does appear, however, that smaller firms
in the UK are still relatively less important in terms of employment and output
in the manufacturing sector than in most other developed countries. Table 9 must
be interpreted with the greatest caution as there is a marked absence of consistency
in the data presented.

1.20 There has been a general decline over time in the relative importance of

smaller firms in manufacturing in other EEC countries. For example, the contribution
of enterprises with less than 500 employees in German manufacturing industry

fell from 54 to 50 per cent between 1961 and 1970. However these comparisons

over time date from the early sixties to the early seventies and it is not known

whether the decline has continued since then. In contrast, the number of small
manufacturing establishments in the USA has been rising, and their share of employment
remained stable in 1963 and 1972 at about 43 per cent (using a definition of less

than 250 employees).

ECONOMIC BEHAVIOUR OF SMALLER FIRMS

1.21 Official statistics can only give a limited picture of the economic behaviour
of smaller firms. But the information available from the CBI Industrial Trends
Survey gives a little more depth to the understanding of what has been happening
to smaller firms, at least in manufacturing industry. Charts A to E illustrate

the impact of certain economic trends on firms participating in this survey, and
results have been shown for firms employing more and less than 200 employees.

1.22 In general it is clear(5) that small and large firms have reacted in much

the same way to the changing business conditions of the last decade. Chart A
indicates a virtually identical outlook among firms of different size on business
optimism. Chart B shows that a greater proportion of large firms have intended
to increase their capital expenditure than have smaller firms. Chart C suggests

" that smaller firms experience relatively higher levels of capacity utilisation, while
Chart D points to their running up against skilled labour shortages a little more
often than large firms. Finally Chart E shows that smaller firms in manufacturing
have been more hopeful about their levels of employment than large firms, which
is consistent with the official evidence in Table 6 of a growth in the relative contribution
of smaller firms to employment in manufacturing.

1.23 The economic importance of smaller firms cannot just be measured

in terms of crude statistics or the amount of production or number of jobs they
provide, and recent research(6) has supported the Bolton Committee's conclusion
that "there can be no substitute for the dynamic influence of new firms in preventing
the ossification of the economy'.

(5) All these survey results have to be treated with caution, as the questions
are of a qualitative not quantitative nature; there are also statistical limitations
on the validity of comparisons between a large sample of smaller firms,
and a smaller sample of large firms.

(6) Including "The Job Generation Process", by David L Birch.




CHART A In all charts

SINESS OPTIMISM* heavy line: firms with less than

200 employees
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dotted line: firms with more than
200 employees.
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percent replying "more optimistic than four months ago' less percent replying
"less optimistic than four months ago'. *

CHART B

INVESTMENT INTENTIONS (PLANT AND MACHINERY)*
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percent expecting to authorise more minus percentage expecting to authorise
less capital expenditure in next twelve months.
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percent replying that their level of output is below their satisfactory full
rate of operation,

CHART D '
SKILLED LABOUR SHORTAGES*
Percent
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percent citing skilled labour as likely to limit output over the next four months.




CHART E
EXPECTED CHANGE IN EMPLOYMENT*

Percent Balance
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1972 1974 1976 1973

percent expecting to employ more minus percent expecting to employ less
over the next four months.




L’APTER 1

CBI POLICIES AND THE SMALLER FIRM: RECENT PROGRESS AND FUTURE
NEEDS

THE ECONOMIC BACKGROUND

2.01 Smaller firms, like all firms, need and want a healthy and expanding economy.
In the CBI's stated view no amount of subsidy or special incentives can alter the
fact that the principal requirement for a successful, growing smaller firms sector
in the UK is for government to create the general economic climate in which

all business can prosper.

2.02 The cornerstone of CBI's policy for smaller firms has therefore been to encourage
government to pursue a sound economic strategy. The main objectives of which
must be (1):

i Control of Inflation - through effective monetary and fiscal policies,
including the containment of public expenditure and the development
of a more responsible attitude to pay increases both in the public and
private sectors.

Steady and Maintained Economic Growth - for which it is necessary
to restore real company profitability, to strengthen tax incentives
to work and to entrepreneurial activity, and to reduce government
interference in business.

Improved Competitiveness - by reversing the dramatic increase in

our unit costs compared with those of our main international competitors,
strengthening the position particularly of manufacturing industry in
domestic and foreign markets, and thus improving the prospects for
employment.

2.03 Since the election of the Government in 1979 many of the economic policies
that the CBI has been advocating for a long time have been accepted. For example
the Government is committed to the control of inflation as its prime objective;

to reductions in the share of national wealth accounted for by public expenditure;
to ending excessive interference in industry and to increasing incentives by cuts

in income tax. 3

TAXATION

2.04 The CBI has often argued that the overall burden of taxation in the UK has
been excessively high. The consequences of this have been felt most acutely by
smaller firms where high marginal rates of income tax and heavy capital taxes
have stifled individual risk-taking and thus the growth of new businesses and the
expansion of existing ones.

2.05 In a paper presented to the incoming Government in 1979(2), the CBI's Smaller

Firms Council called for a major overhaul of the tax system. Many of the recommendations
made then, and subsequently, have been acted on by the Government. But more

remains to be done.

(1) See in particular: "The Road to Recovery", 1976; "Britain Means Business",
1977 and 1978; "Enterprise into the Eighties", 1977 and "Jobs: Facing the
Future", 1980.

"Policy Priorities for Smaller Firms", a paper by the Smaller Firms Council, 1979.




. Taxation on Income

2.06 Over the years the CBI has called for a substantial reduction in the burden
of taxation on income(3), and in particular:

- a reduction in the basic rate;

a cut in the highest marginal rate, initially to 60 per cent and subsequently
to 50 per cent (4), and

an increase in the thresholds and widening of the bands to, at least,
make full allowance for past inflation.

2.07 In the two budgets since the change of government, the Chancellor has gone
a long way towards adopting these proposals and thus restoring incentives to work
and to enterprise. In particular he.has reduced the basic rate of income tax to

30 per cent, cut the highest marginal rate to 60 per cent and increased bands

and thresholds to compensate for inflation.

Capital Taxation

2.08 The CBI maintains that the means and levels of taxing capital are especially
important for smaller firms, not least because the ownership of such firms is generally
concentrated in the hands of a few individuals. Excessive capital taxation may

force money to be taken out of businesses, leading to reduced investment and

business expansion, and inhibiting the formation of new enterprises.

2.09 The CBI has therefore urged the present Chancellor to give careful consideration
to the outright abolition of Capital Transfer Tax (CTT) and to the reform of Capital
Gains Tax (CGT) to take account of both the effect of inflation and of the principle
that the tax should not be charged on assets held in the longer term(5).

2.10 Since the CBI made its recommendations on capital taxation the Government
has announced two major reductions in the impact of capital taxes:

- raising the threshold of CTT from £25,000 to £50,000; and

- raising the exempt slice on CGT from £1,000 to £3,000.
2.11 Although these measures have been welcomed by the CBI, a great deal still
needs to be done to relieve the burden of capital taxation on smaller firms. The

most pressing matters outstanding are:

Capital Transfer Tax ety  Capital Gains Tax

substantial increase in the reduction in the standard rate to
annual exemption to 25 per cent

introduction of consanguinity indexation or tapering to take account
relief of the effect of inflation

abolition of lifetime cumulation some increase in the exempt
threshold

widening of the rate structure,

and reduction of rates.

See in particular, "CBI Budget Representations", 1977, 1978 and 1979.
"CBI Budget Representations", 1980.

Ibid.




C&.’_‘X Taxation

2.12 The CBI has in the recent past been particularly concerned with three areas
of company taxation as they affect smaller companies(6). These are:

“ corporation tax where the lower rate band for smaller companies has
been helpful so long as the bands are adjusted periodically to take
account of inflation;

stock appreciation relief where uncertainty about its future has caused
concern and where the CBI has advocated that tax relief be given

on a fixed percentage of the increase in value of stocks held by smaller
companies; and

the close company apportionment provisions; the CBI has urged their
abolition.

2.13 In his 1980 Budget the Chancellor went a considerable way to meeting CBI's
recommendations. The Government has also announced a complete review of
company taxation which the CBI has welcomed.

National Insurance Surcharge (NIS)

2.14 The reduction first, and then speedy abolition, of this tax has been one of

the CBI's priorities and was strongly re-emphasised in the 1980 Budget Representations.
With companies under severe cost pressures the case for reducing NIS is at its
strongest and should be implemented as soon as possible.

Rates

2.15 In the face of an increasing burden of rates on industry, the CBI has launched
a campaign to challenge high levels of local authority spending and the resulting
increases in business rates and to seek better value for the money spent. It has
called for a ceiling to be imposed on business rates, based on the Government's

own calculations of reasonable local expenditure. This could be particularly helpful
to smaller firms as it would reduce the proportion of their pre-tax profits which
are taken in rates. '

FINANCING OF SMALL FIRMS

2.16 The problems associated with the financing of smaller firms are dealt with
more fully in Chapter 4; this section merely summarises CBI's current policy in

this area. In its evidence to the Wilson Committee the CBI argued that the financing
of smaller firms could only be improved within a better business climate(7). Public
expenditure and taxes were too high and company profitability too low to make
investment in high risk or new ventures an attractive proposition. It has therefore
sought to encourage government to recreate the conditions in which the role and
potential of the personal investor can be restored so that smaller companies can
operate from a sound equity capital base.

Equity Finance

2.17 The CBI has argued that past taxation policies have hampered the accumulation
and retention of capital and made it difficult for the owners of a business to maintain
adequate capitalisation(8). The present Government has made some progress

(6) See "CBI Budget Representations", several years.
(7). "Industry and the City", CBI first stage evidence to the Committee to Review
the Functioning of Financial Institutions (Wilson Committee), 1977.

(8) Ibid.




removing these obstacles; the proposals in the 1980 Budget, for example, relating
tax relief on costs of raising loan capital and on pre-trading expenses are likely
to be of particular benefit to new and smaller firms. However, more still needs
to be done, particularly in the field of capital taxation (see previous section).

2.18 For the personal investor the disincentive effects of taxation and low profitability
are obvious. In many cases "Aunt Agatha" is better off with her money saved

in a bank or a building society rather than invested in a high risk venture. Furthermore,
the shares in small companies, the majority of which are unquoted, do not offer

a high degree of liquidity to the investor who may find his investment "locked-

into" the company almost indefinitely. This is also an unattractive proposition

for the proprietor who may be discouraged from taking equity finance because

he fears dilution of his control over the company!/in the long-term. With its concern

for making personal investment more attractive the CBI has supported(9):

- the idea that private companies should be permitted to repurchase
their own ordinary equity;

the idea of special tax provisions for Small Firm Investment Companies;

allowing initial company losses to be offset against the personal tax
liability of shareholders;

allowing personal investment in smaller firms to be made out of pre-
tax rather than post-tax income; and

giving greater encouragement to employee investment and profit
sharing schemes. -

2.19 In general terms the CBI believes that personal investment in smaller firms
can be accelerated further by giving tax treatment comparable to that available
for other investment choices such as pensions or mortgages.

Loan Finance

2.20 The most common form of loan finance for smaller firms consists of bank
overdrafts. At a time of high interest rates, smaller firms which are heavily dependent
on loan finance find it difficult to survive. The CBI has pressed the

present Government to bring down interest rates as soon as this is compatible

~ with money supply targets. A general fall in interest rates within a non-inflationary
monetary stance would ease the position for business generally. The CBI has not
hitherto advocated a system of two-tier interest rates; when this subject has been
discussed in the past it has generally been felt that discrimination between different
types of borrowers would be impracticable.

2.21 The CBI has, however, welcomed changes by the banks and other commercial
financing bodies in their provision for, and services to, smaller firms. This is
something that needs to continue and to be widely applied and publicised. It accepts
that such institutions must, of course, continue to judge their provisions of finance
to smaller firms on commercial criteria. :

2.22 The CBI's policy for the financing of smaller firms reflects its general view
that the role of government in business is most valuable and cost-effective when
concentrated on creating a favourable economic climate in which business can
prosper. Improved company profitability and more favourable tax treatment for
both firms and investors will do more to improve the financing of smaller firms
than any amount of government aid or subsidy. It will also help in the creation
of new enterprises.

-

(9) See in particular "CBI Budget Representations" 1980 and "Repurchase of
Own Shares by Private Companies" a paper by the CBI Smaller Firms Council, 1980.




GoVIlINMENT ASSISTANCE TO INDUSTRY

2.23 The CBI has not advocated special subsidies for smaller firms but has consistently
argued for less government intervention in and regulation of business(10). However,

it has said that smaller firms should be fully eligible for assistance schemes where

they exist(11).

Financial Assistance

2.24 The CBI argues that government financial assistance to industry should be
reduced as and when company profitability increases. This assistance usually
takes several forms, including:

Investment Assistance - in the form of grants, loans and other incentives
to industry to relocate or invest in the economically depressed regions
of the country or in particular sectors of industry.

Selective Assistance - which aims at accelerating or helping to develop
special projects within particular businesses.

-Export Assistance - including certain financial schemes to encourage
the growth of new export markets and the general services provided
by the British Overseas Trade Board (BOTB) and the Export Credit
Guarantee Department (ECGD). :

Research and Development - schemes which provide finance and assistance
for projects involving a new and improved product or process.

2.25 In general the CBI has supported those government policies which have sought
to promote or encourage the process of industrial change and realignment and
opposed those policies, applied for purely defensive reasons, which have retarded
industrial change. While assistance continues, the CBI has advocated minimum
selectivity and discretion in order to reduce distortions to fair competition and
maximise continuity in the form of aid, so that businessmen do not discount assistance
because of uncertainty over its availability or form.

2.26 Recent government policies have broadly adhered to these principles. The
National Enterprise Board has had its interventionist powers reduced and its role

has been consolidated in a limited "casualty" and "nursery" function as the CBI
advocated. Similarly the Government has reduced employment subsidies, including
the abolition of the small firms employment subsidy, and concentrated resources

on encouraging the growth of new industry in the more deprived areas of the country.
The CBI has welcomed these moves while stressing the need for existing financial
assistance to industry to continue while company profitability remains severely
depressed. '

- Practical Assistance

2.27 The CBI has emphasised that government does have a role to play in encouraging
the growth of new and small firms by giving advice, information and other forms

of practical assistance(12). In this respect the CBI welcomed the creation of

regional Small Firms Information Centres and the strengthening of the Small Firms
Division of the Department of Industry. It has also supported the role of government
agencies, such as the Council for Small Industries in Rural Areas (CoSIRA) which
provides counselling, and in certain cases funds, to support the development of
smaller firms in rural areas.

(10) See in particular "Enterprise into the Eighties", 1977 and "Policy Priorities
for Smaller Firms'", 1979.

(11) Ibid.
(12) Ibid.




2.28 The CBI has urged the Government to reduce some of the administrative

. burden on smaller firms which results from regulation and legislation(13). The
present Government has taken some significant steps towards this end. In particular
the form-filling burden on smaller firms has been reduced, especially with regard
to the provision of statistical data. A review recently undertaken within the Department
of Trade has also resulted in a substantial decrease in the number of forms issued
while many existing forms have been simplified. The Government has also relaxed
planning controls over minor developments and attempted to speed up planning °
procedures. Plans to set up "Enterprise Zones", where businesses will be exempt
from many detailed regulations, are an example of an experiment which might
prove valuable in regenerating business in depressed areas.

2.29 The present Government is committed to withdrawing from excessive intervention
in business life. Much direct intervention, for example pay, price and exchange
control, has been ended and the CBI has welcomed the adoption of its own policies

in this sphere. However, as government withdraws from interference in business,

the private sector has seen the need to respond to the challenge to do more to
encourage the growth of new and smaller firms. Inrecent years there has been

a growing recognition by large companies of the importance of smaller firms to

them, both as customers and suppliers, and to the economy as a whole. Several

large companies have taken practical steps to encourage the growth of the smaller
firms sector of the economy, not through subsidy but by providing tangible assistance
to enable new firms to start up and smaller firms to help themselves. The CBI

has welcomed those initiatives and sought to encourage the process of large firm/small,
firm co-operation. In particular it has frequently argued-that large companies

should not use their small customers and suppliers as banks but should pay their

bills promptly. This point was strongly emphasised at the CBI's 1979 National
Conference in Birmingham. With this in mind a CBI working party, consisting

of large member companies, has been set up to examine ways in which prompt

payment can be encouraged throughout business.

INDUSTRIAL RELATIONS AND EMPLOYMENT LAW

2.30 The interdependence, between firms of all sizes and all sectors, of the modern
economy makes industrial harmony a key ingredient for the success of the smaller
firms sector. Positive industrial relations, in which unrest, disruption, strikes

or other forms of industrial disruption are reduced to an absolute minimum and a
matter of the last resort, are therefore urgently needed. Because they rely so
heavily on large companies as both suppliers and customers, smaller firms are
particularly vulnerable to the "knock-on' effect of disputes in major industries.
They are forced to face, often at short notice and great inconvenience and expense
to themselves, the consequences of industrial disruption in key sectors of the
economy. They therefore have a vested interest in seeing an effective framework
of industrial relations law in the UK.

Industrial Relations and the Law

2.31 The main direction of CBI policy in this area in recent years has been to
restore the balance of power between employers and unions in collective bargaining
within a coherent framework of industrial relations law which commands the support
of an overwhelming majority of people. Smaller firms have played a key role

in developing CBI policy which has aimed at:

- restricting picketing to own premises;

restricting trade union immunities with respect to secondary industrial
disruption;

encouraging the greater use of secret ballots before or during strike
action;

(13) "Policy Priorities for Smaller Firms", 1979,




making changes in the way that strikes are financed; and

extending the rights of the individual operating under a closed shop
agreement.

2.32 Significant progress has been made in this area since the present Government
took office in May 1979. The Employment Act 1980, if operated sensibly, will,

the CBI believes, have moved the country further down the road to a saner and
fairer balance in the collective bargaining process. Further measures are required
_ to restrict trade union immunities and to remove some of the worst abuses of

the closed shop, particularly the practice whereby smaller firms, taking on sub-
contracting work, are sometimes forced to use unionised labour. But the direction
of government policy is clear and both the CBI and the Government are currently
examining the scope for further reform.

Employment Law

2.33 The CBI recognises that the objectives behind much recent employment
legislation have been generally sound and commendable. It wholeheartedly supports

the principle of equal opportunity in employment and opposes all forms of discrimination
on the grounds of sex, creed, colour, race or nationality(14). However, in some

cases the practical implications for business, and especially smaller firms, of

such legislation have been ignored. The CBI has, on several occasions, highlighted

the disincentive effect that increasingly complex regulation can have on the smaller
firm(15). As a result its priorities for amending employment law have included:

repeal of most of schedule 11 of the Employment Protection Act;
significant amendment of the terms of reference of ACAS;

improving industrial tribunal procedures;

making the onus of proof in unfair dismissal cases neutral as between
employer and employee; and,

raising the length of time in employment before an employee can claim
unfair dismissal.

2.34 The present Government has shown itself to be aware of the problems faced

by firms, especially smaller ones, when dealing with this type of legislation. Regulations
enacted shortly after the Government took office raised the length of time before

an employee could claim unfair dismissal from six months to one year. In addition

the Employment Act 1980, provides that for firms with 20 or fewer employees,

the qualifying period for new employees, before they can claim unfair dismissal,

will be two years. Special dispensation was granted to very small companies from

" the maternity provisions in the Employment Protection Act; the onus of proof

in unfair dismissal cases was made neutral and industrial tribunal procedures have

been improved.

Employee Communication

2.35 The CBI's "Guidelines for Action on Employee Involvement" reflect the firm
view that it is in a company's interests to involve its employees in the affairs

of the company and to establish channels of communication which can win employee
commitment in the interests of a more efficient business.

(14) "Equal Opportunities: A CBI Statement and Guide", 1979.

(15) See in particular, "Enterprise into the Eighties", 1977 and "Policy Priorities
for Smaller Firms", 1979.




2.36 The inherent informality of so many smaller firms is an undoubted advantage
in involving employees. It offers plenty of opportunity for people to know how

the business is doing, to have information on matters affecting them personally
and to contribute their views on how waork can be done more effectively. As firms
grow larger it is often less practicable to rely solely on the personal approach.
What matters is getting the right balance between the advantages of the informal,
personal approach E!nd the consistency provided by a more systematic approach.
This is a matter which the CBI believes it is for each individual company to decide
and is not a problem that can be solved by legislative imposition.

2.37 Employee communication should not be confused with the political debate
of earlier years about so-called "industrial democracy". Involving employees in
business life is today a matter of industrial survival and is a process which the
CBI has sought to encourage.

COMPANY AND COMMERCIAL LAW

2.38 Increasing demands are being placed on smaller companies by the current
harmonisation pragramme of EEC company law. There are presently well over

20 company law directives being generated by the EEC and the CBI is particularly
concerned that smaller companies should be relieved of some of the more onerous
requirements resulting from these.

2.39 In its response to the Government's 1979 Green Paper on "Company Accounting
and Disclosure" the Smaller Firms Council(16), through the CBI Council, urged

that full advantage be taken of the exemptions available for small and medium-
sized companies under the EEC Fourth Directive. These included some derogation
from accounting and filing requirements and relaxation of the audit requirement

for smaller companies. In general, the CBI has taken the view that company law,
requirements should be less onerous for private companies than for public ones.

2.40 In addition the CBI has been examining closely other areas where smaller
companies have a particular interest. -

Product Liability

2.41 There is an increasing danger that the proposals currently emerging from
the EEC could impose excessive costs on industry and stifle innovation. The CBI
has been pressing for substantial revision of the EEC Draft Directive on Product
Liability, particularly the provisions which make manufacturers responsible for
defects in their products which could not have been foreseen given the current °
state of technical knowledge.

Share Repurchase

2.42 Following an investigation by the Smaller Firms Council, the CBI has advocated
that independent private companies should be permitted to repurchase their own
shares as a means of encouraging equity holdings in private companies. The CBI

has made recommendations about how the law should be changed to permit private
companies to "buy-back" their own shares while protecting the interests of minority
shareholders and creditors against possible abuse.

Unlisted Securities

2.43 The original proposal put forward by The Stock Exchange to create a formal
market in unlisted securities was generally welcomed by the CBI as a means of

making the shares of small and medium - sized companies more marketable. However,
the CBI set out what it regarded to be essential modifications to The Stock Exchange's

(16) "Company Accounting and Disclosure", a paper by the CBI Smaller Firms
Council, 1979. y




riginw‘lan, including the suggestion that the USM should not necessarily be
rans al in nature, and should not oblige companies to move towards a full
isting as was proposed. The Stock Exchange's revised proposals for the USM have
incorporated all the main modifications suggested by the CBIL.

INTERNATIONAL TRADE POLICY, INDUSTRIAL CHANGE AND INNDW_'-\TIDN

International Trade Policy

9.44 Like any other trading nation Britain must export to survive. In increasingly
competitive international markets British business needs to improve its productivity
and efficiency if the country's future prosperity is to be secured. In a major

policy document the CBI has firmly rejected the idea of a siege economy with
across-the-board controls on imports(17). The document, approved as policy by

CBI members, large and small, supports a liberal framework of fair competition

in international trade.

2.45 However, it also suggests that the Government and the EEC should take
steps both:

- to shield industry from manifestly unfair international competition
(especially in sectors like textiles, footwear and cutlery); and

to relieve the social cost of adjustment for hard-hit industries by giving
them time to reorganise to meet new market conditions, in accordance
“with agreed international rules.

2.46 Within the EEC the CBI has said that more needs to be done to eliminate
unfair trade between member states. In particular subsidised competition and
non-tariff trade barriers, such as differing standards and testing requirements,
should be eliminated as these can weigh heavily on existing or potential exporters.
The EEC itself has an important role to play in ensuring that other industrialised
countries, such as Japan, ease non-tariff barriers to our exports, and that the
advanced developing countries should be encouraged to open their markets to
more imports in return for the relatively open access that they have to the EEC
market, on the basis of reciprocity(18).

2.47 Finally, the CBI believes there must also be a role for government in providing
export promotion services which are as full and as effective as those enjoyed

by our main competitors. These services are particularly important for smaller
firms which often lack the resources and contacts necessary to establish overseas
markets but which can nevertheless make an important contribution to the balance
of trade.

_Industrial Change and Innovation

2.48 Industrial change, involving the birth of new industries, products and processes
and the decline of traditional and historic industries, is a continuous process.

" The CBI supports policies designed to speed this up, which at the same time ameliorate
some of the worst social problems that arise as a result of the decline in traditional
industries. Thus, it has been particularly concerned that the opportunities for
innovation and for the application of important new technologies should be taken

up. Only then will UK firms be able to benefit fully from the new markets being
opened up and create the new jobs which will go with them.

2:49 The CBI recognises that smaller firms have an important role to play in
this respect because their dynamic nature often makes them a convenient and

(17) “International Trade Policy for the 1980's", published by the CBI, 1980.

(18) Ibid.




efficient vehicle for the development of new products and ideas. A recent CBI

report concluded that smaller firms were good at innovating but that their potential

for the creation of new employment and national wealth was not being fully realised(19).
Among the constraints operating on them were:

- difficulties in raising capital in a period of high inflation and low company
profitability;

lack of sufficient incentives as a result of high rates of personal taxation
and the erosion of differentials caused, in part, by past incomes policies;
and,

- an acute shortage of suitably technically qualified employees.

2.50 The CBI report concludes that exploiting known and new technology is a
valuable means of increasing the country's wealth and speeding up the process
of industrial realignment(20). Yet this will only happen if sufficient progress

is made towards improving the general economic climate in which all business
operates.

MANPOWER AND THE SMALLER FIRM

2.51 The CBI recognises that the quality and output of the education system
is of vital importance to industry and commerce and therefore to the nation's
degree of economic success in the future.

2.52 However, it seems that in many cases there is a serious mis-match between
the products of our education and training system and the needs and requirements,
of industry and commerce. For example, at a time of rising unemployment it

may seem paradoxical to talk of shortages of labour but employers in general,

and smaller firms in particular, frequently complain of the difficulty of finding
skilled labour.

2.53 CBI policy in this area has therefore concentrated on strengthening and
developing links between employers and the education system, particularly at
the local level. A better understanding of and the closest possible reconciliation
between the needs and aims of both can only benefit the business community,
2.54 With this aim in mind the CBI has supported:
- closer links between employers and schools at all levels aimed at reconciling
broad educational aims with employment needs and opportunities;

introducing general vocational preparation before the last year at
school to complement similar preparation made either in further education,
employment or in schemes for the unemployed;

changing the apprenticeship system so that it is based on the attainment
of standards rather than the passage of time as a means of ensuring

that industry can meet its changing needs for new skills and qualifications
arising from technological change; and

the role of government agencies (like the Manpower Services Commission
and Industrial Training Boards) in encouraging employers to develop
effective training methods, provided that such support is both cost-
effective and does not impose excessively onerous requirements on
companies, especially smaller firms. ;

(19) "Innovation and Competitiveness in Smaller Companies", a CBI report published
in 1979.

(20) Ibid.




Z.S‘ne issue of particular concern to smaller firms has been the suggestion

that certain sizes of firm should no longer be exempted from the training levy
imposed in their sector by Industrial Training Boards. For the most part the exclusion
from training levy applies to firms which are small in relation to the general run

of their industry. The CBI has consistently opposed discontinuing such exclusions

and indeed has argued that in certain sectors the exemption levels should be raised

or periodically reviewed to take account of inflation.
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CHAPTER III

SMALLER FIRMS AND EMPLOYMENT

INTRODUCTION

3.01 In the last few years three reports have been produced that throw some
light on the job generation process and the role of smaller firms within it. One
study was based on American experience; the other two on British experience.
There is nonetheless still insufficient data from which to draw firm conclusions
although it is possible to make some comparisons, between Britain and the USA,
and to identify some implications for policy planning.

BIRCH STUDY

3,02 In terms of its impact the most important study was "The Job Generation
Process" by David Birch which has been interpreted by some people to suggest
that British industry could be regenerated and unemployment reduced if only more
time and effort was spent encouraging smaller firms. It is important therefore

to look in detail at exactly what Birch in fact said and the applicability of his
conclusions to Britain.

3.03 The study was carried out by the Massachussets Institute of Technology

as part of its Programme on Neighbourhood and Regional Changes and looked

at employment change in 5.6 million business establishments in the manufacturing
and private service sectors in the United States between 1969 and 1976. It was
estimated that the statistical data gave it an overall coverage of about 80 per cent
of all business establishments.

3.04 The major findings of this study were:

- the rate at which jobs disappeared through failure, contraction or
migration was fairly uniform throughout the USA at about 8 per cent
per annum;

about 50 per cent of new jobs came from newly-formed enterprises
and 50 per cent from the expansion of existing enterprises;

two-thirds of net new jobs created over the period were attributable
to firms employing 20 or fewer employees; and

the firms which were most likely to generate new jobs were the most
volatile as the largest gains over the period were by firms which had
experienced the sharpest contractions in earlier years, but had survived.

3.05 The Birch study created substantial interest in the job creation potential
of smaller firms, particularly the finding that two-thirds of employment growth
between 1969 and 1976 came from small firms(1). However this finding has been
widely misunderstood and has tended to obscure the role larger firms play in the
job creation process.

3.06 The confusion over the Birch findings has resulted from the failure to distinguish
between gross and net changes in employment. In simple terms, jobs are created
‘through the expansion of existing firms and through the opening of new establishments.
These are gross job gains. Jobs are lost through company closures and through
contraction and are gross job losses. As shown in Table 10, it is the difference
between gross gains and gross losses which gives the net change in employment.

.

(1) In this Chapter specific references to "small" firms relate to those with
under 20 employees.




.BLE 10

THE JOB GENERATION PROCESS

OPENINGS GROSS JOB GAIN
= (gross new jobs)

+
EXPANSIONS

NET JOB CHANGE (GAIN or L0OSS)

CONTRACTIONS
- o
CLOSURE

TABLE 11
TOTAL EMPLOYMENT IN '000s IN AREA X
Firms Firms °
Year employing employing
0-20 more than 20
1969 10 100
1976 20 15
Total Change +10 +5

10/15: % of NET new jobs are created by small firms

= GROSS JOB LOSS (Net new jobs)

Total
employment

110
125
+15




TABLE 12
NEW JOB CREATION AND LOSS IN AREA X IN 000'S

Firms firms Total

employing employing
D0-20 more than 20 employment

Openings +10 +100 +110

Expansions +20 +150 +170

Gross Job Gains +30 +250 +280
Contractions -5 -190 -195

Closures -15 -70

Gross Job L osses -20 =265

Net change +10 +15

30/280: 11 per cent of ALL new jobs are created by small firms

TABLE 13

MANUFACTURING EMPLOYMENT CHA:NGE BY SIZE IN BRITAIN AND UNITED
STATES, AS A PERCENTAGE OF TOTAL MANUFACTURING EMPLOYMENT
IN BASE YEAR

SIZE
0-20 21-50 51-100  100-500 500+ 'Total

USA 1969-76  +3.2 +0.5 -0.2 -1.5 -2.9 1 -0.9

East Midlands*
1968-75 +2.7 s +1.5 -2.2

*NOTE:  Openings for East Midlands are placed in 1975 size band, but in-situ
plants and closures according to 1968 size. The procedure is assumed
to be identical to that adopted by Birch.

Source:  East Midlands Fothergill and Gudgin (1979)
USA : D L Birch (1979)




07 .llustrate, Dr D J Storey has produced a hypothetical example to show

e difference between net and gross job generation. Table 11 shows that in Area

in 1969 employment was 110,000 of which 10,000 jobs were in small firms.

y 1976, employment in the area has increased by 15,000 to 125,000. Of the increase,
mployment in small establishments grew by 10,000, accounting for two-thirds
r 66 per cent of the increase in net employment between 1969 and 1976. It is

is net employment gain to which the Birch findings relate.

.08 Table 12 identifies the flows underlying the picture given in Table 11. Over
he 1969-1976 period, small firms generated 30,000 jobs. Larger establishments
ccounted for 250,000 job gains. In total then, small firms provided only 30,000
but of the total 280,000 new job gains or 11 per cent. However, large firms also
erienced a large number of job losses (245,000 out of 265,000 or 92 per cent)
hereas small firms lost only 20,000 jobs so that in net terms, small firms accounted

or a substantial number of net new jobs.

3,09 The policy implication is that while small firms make a significant contribution
o the net creation of jobs, this must be viewed in the context of the more substantial
ole large establishments play in the gross job generation process.

3.10 Another point needs clarification. Birch found that although two-thirds

Hf new job gains in the US were attributable to small firms this was in all sectors
of the business economy, not just manufacturing as is sometimes quoted. In fact
80 per cent of the net job gains were in non-manufacturing sectors, mainly in

he service sector. This was a consequence, not a cause, of economic development
as employment in the non-manufacturing sectars is primarily a response to the
wealth generated by the manufacturing sector, and the economy cannot therefore
be regenerated simply by stimulating service employment in small firms.

3.11 In addition there are a number of cultural and social factors that should

be borne in mind when considering the applicability.of conclusions drawn from

a USA study to Britain, For example, it has been suggested that in the USA entrepreneurs
are held in higher regard than in Britain and there is greater general approval

of careers devated to the acquisition of wealth. Also compared with Britain,

there is a relative absence of constraints on the movement of labour and this

is reinforced by an economy which is geared to a greater degree of social mobility,

both upwards and downwards(2).

THE BRITISH EXPERIENCE

3.12 Two British studies have attempted to look at the role of smaller firms in
the job generation process in Britain and to compare their results with the Birch
findings. The study by Fothergill and Gudgin(3) is based on information on 10,000
individual manufacturing establishments in the 'East Midlands, covering the period
1968-1975 although for one area, Leicestershire, records go back to 1947. The
Storey(4) study draws on this work but together with studies undertaken in the
‘county of Cleveland and in Glasgow and Birmingham. It should be emphasised
that these studies refer only to manufacturing, unlike the Birch report which covers
all sectors. Comparisons between the two countries therefore can only relate
to the manufacturing sector.

Contribution of Small Firms to Manufacturing Employment

3,13 The Birch study and the East Midlands study both found that small manufacturing
firms employing less than 20 people showed a net growth in employment; in the

(2) Views expressed by Professor Birch at a seminar at the Department
of Industry, November 1979.

(3) "The Job Generation Process in Britain" - B Fothergill and G Gudgin, 1979.




. USA between 1969-76 net employment in such firms increased by 3.2 per cent
and in the East Midlands from 1968 to 1975 by 2.7 per cent (see Table 13). In
both studies manufacturing firms employing more than 100 people showed an aggregate
decline in employment, whereas firms employing less than 100 people had an aggregate
increase. At the time total employment in manufacturing was falling by 0.9 per cent
in the USA and by 1.5 per cent in East Midlands.

3.14 There is however a bias in these results. Existing firms are categorised
according to their "base" year employment whereas new firms are categorised
according to their most recent year's employment, thus over-stating the impact
of new firms. Storey suggests that a better method is to examine net employment
change in different sizes of firm, categorised according to a base year. Using

this method on the data for Cleveland, Storey found that it was firms employing
less than 50 people that were responsible for a net job gain in the period 1965-

76. These results suggest that such smaller firms show an aggregate tendency

to increase employment in manufacturing, although the numbers involved are
small compared to total employment in manufacturing.

The Role of New Firms in Manufacturing Employment

3.15 Birch stated that over eight years about 25 per cent of gross new jobs in

all sectors were created by independent "free standing" entrepreneurs. Storey

has estimated from the British data that, in a decade, wholly new establishments
created no more than 15 per cent of gross job gains in manufacturing. The data

for the East Midlands show that 15,1 per cent of gross new manufacturing jobs were
created by wholly new firms, and in Cleveland about 12 per cent. There are problems
in making comparisons between countries because the Birch study has more "spurious"
new firms because of less rigorous checking and it covers three short periods rathér
than a continuous seven year period. However it is necessary to re-emphasise

that the British studies refer only to manufacturing, and hence any conclusions

drawn need not be applicable to the service sector,

3.16 Storey concludes that merely raising the formation rate of wholly new firms
in manufacturing may not lead to a rapid increase in employment in Britain because
employment levels in the majority of wholly new firms remains fairly low, even
after a decade. For example the data from Clydeside showed that only 1.4 per cent
of wholly new firms employed over 100 people after nine years.

3.17 When the burden of direct taxation has been increased, many

have thought that high levels of income tax acted as a disincentive to entrepreneurs
to start their own businesses, and that reduced income tax would enable individuals
to save more of their take home pay until they eventually had enough capital

to start up their own business. However, as company registrations increased significantly
since the war, this lead Storey to doubt this hypothesis. He suggests that high
marginal“tax rates entice entrepreneurs to start part time businesses in the "black
economy" which then often lead to legitimate full time small businesses. It is
however an oversimplification to say that as the burden of direct taxation had

been increasing since the war, firm conclusions can be drawn from this about

the relationship of direct tax to the growth of new firms. More research on this
subject is needed before any conclusions or policy implications can be made.

Regional Dimension

3.18 Studies of the entrepreneur have shown that there is a much higher probability
that a man forming his own company for the first time will have worked previously
in a smaller rather than a large company. Johnson and Cathcart(5) have estimated
that an employee in a firm employing fewer than 10 people is 15 times more likely

(4) "Job Generation and Small Firms Policy in Britain" - D Storey.

(5) P S Johnson and D Cathcart "Founders of New Manufacturing Firms: A Note
on the Size af Incubator Plants' Journal of Industrial Economics 1979.




to sLar.s own business than a person working in a firm employing more than

500. Other studies(6) have suggested that the successful entrepreneur often has
previous managerial experience and tended to be well educated. This would suggest
that any incentives to encourage the establishment of smaller firms would have
their most positive effect on areas with a high proportion of well educated managers
and a large number of smaller firms. However, the concentrations of smaller

firms and managerial expertise are disproportionately distributed amongst the
regions. In the North, 6.4 per cent of those employed in manufacturing, work

in establishments employing less than 50 people, whereas in the South East the
proportion is 15.4 per cent. The North has only 7.7 per cent of the population

in the administrative and managerial class whereas the South East had 10.4 per cent.
Since most new firm founders tend to establish their business close to home any
general incentives to encourage new and smaller businesses can be expected to

have a varied regional impact and might not help those regions in greatest need

of sustained employment growth as much as the more prosperous areas of the
country. Storey concludes from this that if unemployment blackspots are to be
helped through the growth of new firms, there must be a regional dimension to
incentives to encourage new and smaller firms.

3.19 This view is supported by Bannock and Doran in "Small Firms in Cities:

A Review of Recent Research". They concluded that smaller firms breed other

firms so that their role in the process of growth or decline in manufacturing employment
is cumulative. Birth rates are highest where there are already concentrations

of smaller firms and where economic growth is most rapid. If, as the research

suggests, smaller firms are dependent on the general economic health of an area,

it is unlikely that areas of industrial decline, whether inner cities or regions, can

be regenerated merely by stimulating smaller businesses. Indeed without incentive
measures for business as a whole it is unlikely that smaller firms would be able

to make a substantial contribution.

GENERAL CONCLUSIONS

3,20 The implications drawn by some from the Birch study were that the performance
of the smaller firms sector in Britain was poor in comparison to the USA and if
resources were concentrated on this sector British industry could be regenerated

and employment increased. The role of small firms in job generation in the USA

is, however, primarily in the service sector and this results from having a strong

wealth creating manufacturing sector. Both the USA and British studies suggest

that it is the smaller firms that do make a positive contribution to net employment
growth in manufacturing at a time when total employment in manufacturing is

falling. However, as a proportion of total manufacturing employment their contribution
is small and employment growth is slow. Unfortunately, there is insufficient information
on the role of smaller firms in the service sector in Britain and it is not possible

to generalise the conclusions from Birch's USA study or the British manufacturing
studies.

' 3,21 Although the evidence may be incomplete what is available suggests that
smaller firms can make a positive contribution to employment growth. It is important
however not to overestimate the present, potential, and past performance of new

and smaller businesses in this respect because this might create unreasonable
expectations that cannot be fulfilled.

3.22 The success of any policy specifically designed to encourage smaller firms
should be measured in terms of its contribution to economic growth and the general
health of the economy and not just in jobs created. Smaller firms can play an
important role in providing job opportunities at a time when large manufacturing
companies are becoming more capital intensive and reducing the size of their
workforces, and they are essential to help provide a more varied employment

base in a community; but their role is complementary to that of large firms, not

a substitute for them.

(6) N R Smith: "The Entrepreneur and His Firm".




APTER IV
SMALLER FIRMS AND FINANCE

INTRODUCTION

4.01 Finance is one of the major policy issues for smaller firms; indeed, the Wilson
Committee felt it was of sufficient importance to warrant an Interim Report(1).
The financing of any business involves seeking to match a firm's need for money
with the terms on which it is available. Therefore to consider the financing of
smaller firms requires an examination of what sort of money smaller firms need,
where such money may come from, and what may affect whether or not they get
it.

USES OF MONEY BY SMALLER FIRMS

Start-Up Finance

4.02 The launching of a business needs money. The significance of this can depend
on the capital-intensity of the firm's planned activities, but start-up finance is
always needed to meet the cost of acquiring the initial assets of a business and

to meet any cash flow deficits in its early life.

4.03 The businessman and his financial backers will have to make a financial
commitment to the business, which if it is started as a company will normally

be in the form of equity. Loan finance will also be appropriate, provided the business
is able to generate funds sufficiently early to meet its servicing costs. Some '
of the immediate need for start-up finance may be reduced through use of credit,

and the renting, leasing or hire purchase of premises and equipment.

Development Finance

4.04 An established business has a continuing need for funds to maintain and
expand its productive assets. Smaller firms often grow at irregular rates, and
periods of accelerated growth can put considerable strain on a business. A strong
equity and capital reserve position can therefore be essential to smaller firms,
particularly when interest rates are high.

Operating Finance

4.05 The income and expenses of a business are not always synchronised and therefore
periodic needs for finance to meet cash flow deficits can arise. There is also

an inevitable time lag between incurring costs and obtaining subsequent revenue;

this can create a need for working capital. Funds for these purposes are typically
either short-term borrowing or the reserves of the business.

Venture Capital

4.06 While financing business always involves risk, some ventures can involve
particularly high risk where the product or production process is highly innovative.
Such undertakings need backing by money whose owners accept the high risk of
failure in return for the prospect of high reward in the event of success. For

the money to be entirely tied to the long-term success or failure of the venture,
it normally has to be provided in the form of equity; where it is loan capital its
servicing will have to be structured around the expected timing of the venture's
success.

(1) "The Financing of Small Firms". Interim Report of the Committee to Review
the Functioning of Financial Institutions (Wilson Committee), Cmnd. 7503,
1977. '




PC&BLE SOURCES OF FINANCE FOR SMALLER FIRMS

Individuals

4.07 Wealth and income held by individuals are the ultimate sources of finance

for all purposes. Although economists disagree on exactly what determines the

quantity and patterns of investment, it is generally recognised that the higher

the proportion of an individual's income taken up meeting basic needs such as

food, shelter and clothing, the lower the proportion available for saving and, potentially
investment; thus higher incomes will create greater opportunity for investment

as the proportion of income required to meet basic needs falls.

4.08 As far as the pattern of investment by individuals is concerned, the distribution
of incomes between members of the population may be as important as the average
level per head. The patterns may differ between a relatively small number of
individuals, each having large amounts of money to invest, and a relatively large
number of individuals each having small sums to invest. While the exact effects

on investment of different income distributions are difficult to predict, it is reasonable
to expect that the larger the sums held by individuals, potentially the more risk

they will feel able to take in some of their investment choices; while with only

a small sum to invest the greater the concern of the individual with the security

of the investment. Chart F shows the decline since the war of the share of total
personal after-tax income taken by the top ten per cent of income earners. Broadly
similar shifts have also been seen in the pattern of wealth distribution.

4.09 Changes in the distribution of income and wealth may be partly responsible
for changes in the pattern of investment, such as the major shifts in the ownership
of listed securities. Chart G shows a marked reduction in the proportion of shares
held directly by individuals, which is matched by a marked increase in the holdings
of financial intermediaries. .

4.10 Recent years have also seen a marked increase in the proportion of personal
income being saved (see Chart H), but this has been accompanied by individuals
reducing their net holdings of company securities while increasing their net acquisition
of funds in life assurance and superannuation funds (see Tablel4).

Financial Institutions

4.11 The shift of personal savings into financial institutions such as insurance .

and pension funds has important implications for smaller firms, not only because

it has diverted funds away from direct investment by individuals, but because

it makes such financial intermediaries a potential source of finance in their own
right. The flow of net savings to financial institutions from the rest of the economy
has grown from around 5% per cent of GDP in the 1958-62 period to over 11 per cent
since 1973(2). This increase is largely explained by the personal sector's increased
propensity to save and to use such financial intermediaries as a more secure form
of investment, and by the growth of self-administered pension funds - the market.
value of whose assets has increased from just over £2 billion in 1957 to £31 billion
by 1978(3). - ;

4,12 The growth of life and pension funds has had a marked impact on the pattern
of investment, with such funds investing 69 per cent of their resources in long-
term government and listed industrial securities by 1978(4). By 1975 it has been
tentatively estimated(5) that pension funds and insurance companies accounted

(2) Final Report of the Committee to Review the Functioning of Financial Institutions
(Wilson Committee), Cmnd 7937, 1980 para 230.

(3) Ibid para 255.
(4) Ibid para 256.
(5) Royal Commission on the Distribution of. Income and Wealth, Report No 7.




CHART F
SHARE OF NATIONAL INCOME TAKEN BY TOP 10% OF INCOME EARNERS
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Source: Royal Commission on the Distribution of Income and Wealth Report
. No.7.

CHART G

PERCENTAGE OF TOTAL UK LISTED SECL:IRITIES HELD BY INDIVIDUALS AND
INSTITUTIONS
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Source: As in Chart F.




CHART H
PERSONAL SAVINGS RATIO" 1958-79

%
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average of 4 year period

personal saving as a percentage of personal disposable income (after deducting
stock appreciation but before depreciation and additions to tax reserves).

Source:  Wilson Report (Cmnd 7939).
TABLE 14

INDIVIDUALS' HOLDINGS OF COMPANY SECURITIES AND
LIFE ASSURANCE AND SUPERANNUATION FUNDS

Net reductions in holdings Net acquisition of life
of company securities in assurance and superannuation
each year funds in each year
£m £m
1971 -1244
1972 -1193
1973 -2022
1974 -1229

1975 -887

1976 -1483

1977 -1827
1978 -1449
1979 -2408

Source: Financial Statistics Table 10.2
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TOTAL PUBLIC EXPENDITURE ON INDUSTRY, ENERGY, TRADE AND EMPLOYMENT

€ million *
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* constant 1979 survey prices

Source:  Government Expenditure Plans 1980/1-83/4 Cmnd 7481, March 1980
Table 1.6

CHART J
PROFITABILITY

historic cost profitability

"real" profitability at replacement
cost

T T T T
1965 1970 1975 1980

industrial and commercial companies' rates of return, excluding North Sea
related activities. !

* CBI forecast

Sources: © CSO and CBI estimates
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for jt!B per cent of the holdings by market value of all unlisted securities, though
this was an increase from 0.4 per cent in 1957. Over the same period the percentage
of unlisted securities held by the personal sector is estimated to have fallen from

80 per cent to 52 per cent.

4.13 Historically, the clearing banks have concentrated on providing short-term

loans to business. While this continues to be the dominant financial activity of

the banks in relation to smaller firms, the terms on which loans are provided is

. becoming more flexible, and equity is being provided on an experimental basis.

The clearing banks together with the Bank of England own the Industrial and Commercial
Finance Corporation (ICFC) which concentrates on providing packages of medium

and long-term finance, usually involving both loans and equity.

4.14 In addition to ICFC there are a number of specialist development capital
companies, generally concentrating on equity finance, but often including loans

in a financial package; many of them have minimum thresholds often at about
£50,000, though there are some as low as £5,000. Many merchant banks are also
interested in supporting smaller firms in similar ways, and will sometimes consider
new ventures. i

Government

4.15 As a source of funds to business, government is acting as an intermediary

for the taxpayer. Most government assistance is aimed at the manufacturing
sector in order to stimulate capital investment and research and development,

and in support of employment and training. While some of the direct assistance

of the Development Agencies(6) is concentrated on selected smaller manufacturing
firms, little government aid is specifically directed towards smaller firms as such.
The effect of minimum thresholds and the capital orientation of much of the assistance !
may mean that for smaller firms as a whole government financial aid is a relatively
less significant source of funds than for large firms. Direct government financial
support to industry has fallen in recent years and this trend is expected to continue,
as shown in Chart L.

Internal Funds

4.16 A vital source of finance for any business is its capacity to generate profits;
without adequate profits it cannot finance the replacement of its plant and machinery,
its investment in expanded capacity, and thus its prospects for growth are affected.
The profitability of businesses over the past decade calculated on the prevailing
historic cost accounting basis has been around 15-20 per cent. However, this
measurement of the rate of return is positively misleading as an indication of

a company's capacity to re-invest, because no account is taken of the impact

of inflation on the cost of replacing the company's plant and machinery.

4.17 As Chart J shows, in recent years British companies have experienced a

dramatic fall in their "real" profitability, ie their rate of return calculated on a
replacement cost basis. The immediate prospects are of a further deterioration.

This low level of profitability affects smaller and larger firms alike and seriously
prejudices their ability to remain competitive, let alone expand. This has consequential
implications for employment and incomes.

(6) Including, the Scottish, Welsh and Northern Ireland Development Agencies,
the NEB the Development Commission, and its counterparts in rural Scotland
and Wales and in Northern Ireland.




' INFLUENCES ON THE CAPACITY OF BUSINESSES TO AT1-'RACT FINANCE
OF THE APPROPRIATE TYPE

4.18 The influences on the capacity of businesses to attract finance, include
the following: : 2 .

- tﬁe rate of return to the investOI";
marketability of equity investment;
risk; and

- information.

The importance of these influences will vary between investors. For example,

the personal investor may be mare concerned about the risk associated with an
investment rather than securing a high rate of return. A large financial institution
may have quite different priorities.

Rate of Return

4,19 Chart J has shown how real profitability has fallen in recent years. Besides
having an effect on the availability of internal funds for investment, the level

of business profitability will be compared by the investor to the return being generated
by other investment opportunities - government debt, property, financial institutions

- and under present circumstances this comparison may well be generally unfavourable.

4.20 The investor will not only compare the financial performance of different
forms of investment, but will also consider the tax treatment of a given level -

of return on the investment. Mortgages for owner-occupiers, contractual saving
through life assurance and pensions, and lending to Government all attract favourable
tax treatment, including allowing the initial investment to be made fully or partly
out of pre-tax income, and fully or partly exempting from tax the income from

or capital gain on the investment.

4.21 The Wilson Committee explored the argument that the tax treatment of
investment in business compared unfavourably to that available on other forms
of investment. The Committee felt that industry received an offsetting benefit
from tax relief on its capital investment and the indirect benefit of investment
via insurance and pension funds. However true this is of industry generally, it
nonetheless seems likely to be less true of smaller firms. They have attracted
relatively less finance from the insurance and pension funds, and their generally
lower capital intensity, especially outside manufacturing industry, means that
they tend to derive less tax relief on investment.

Marketability

4.22 Amongst the factors that an investor will consider in making an investment
choice is the marketability of the investment. To varying degrees, investors will
be concerned with the ease with which they can realise their investment, perhaps
in reaction to changing personal circumstances, changes in the relative attraction
of different forms of investment, and the prospect of obtaining a capital gain.
The ability to get the money out in the future will influence the readinesss of

the investor to put the money in at the present.

4.23 In looking at a private company, the potential investor will generally find

that there is not a ready market in the firm's shares. Among the reasons why

the owners of a firm choose to trade as a private company is their wish to maintain
control, and therefore they seek to have a right to restrict the transfer of shares.
Until recently, the only general market for a firm's shares was via a listing on

The Stock Exchange. Many owners of smaller businesses have found it an unattractive
option as, besides a minimum turnover threshold, it involves a dismantling of all




resn:tions on share transfer, as well as increased disclosure and expense.

4,24 M J H Nightingale and Company Limited has established an "over-the-counter"
market in the shares of a number of companies, and there is the prospect of a
formal unlisted securities market at The Stock Exchange as well as the possibility
of further private "over-the-counter" markets. This points to private companies
having a greater opportunity to accept equity from the capital market without
losing private company status, yet offering the outside investor a more readily
marketable asset. In this way, outside investment in private companies should

- become more attractive.

Risk and Uncertainty

4.25 Risk and uncertainty together represent another factor that the potential
investor is likely consider. Depending on their circumstances, individuals will
have varying attitudes to risk. For someone thinking about a small investment,
security may be a prime consideration; an individual with mare substantial savings
may be prepared to seek more risky investment opportunities with part of his
savings if the prospects of reward are sufficiently attractive. All financial institutions
have a responsibility to their investors and shareholders, and consequently have
limitations on the degree of risk they can accept in their investment strategies.
There have been recent steps, particularly by the clearing banks, to adopt a more
flexible attitude to security, but it appears this is a continuing issue at the margin
of smaller firm financing decisions. i

4.26 Investing in new and smaller firms tends to involve more uncertainty and
risk than other forms of investment. Their performance, good or bad, tends to
fluctuate because of the likelihood of their concentrating on a limited market

- either in product range or a particular geographic area. This is a consequence
of their small scale, and they are thus more vulnerable to factors outside their
own control than larger firms tend to be. In addition, their relatively small asset
base means that generally they have only a limited capacity to offer collateral

as a means of reducing or removing risk.

4.27 New firms are at the inherent disadvantage of not having a track record,

and even when they are based on a sound business proposition, there can be considerable
uncertainty about the timing of a venture's success. Not all potential investors

can withstand this, particularly if they lack the resources to invest in a number

of smaller firms. If they are confined to, say, only one or two firms, then there

is little capacity to spread risk.

4.28 Devising means to overcome this problem has led to calls for:

- loan guarantee schemes, designed to encourage the banks to expand
their lending to smaller firms through the provision of government
financed guarantees against most of the risk involved(7);

Small Firm Investment Companies (SFICs), designed to channel additional
investment into smaller firms, by the attraction of tax incentives
and the capacity to spread risk(8); and

direct government financial investment in smaller firms specifically
designed to provide long-term finance that it is not attractive for
the private sector to provide(9).

-

Interim Report of the Wilson Committee, Cmnd 7503.
Ibid.
As discussed by Professor John Mitchell, Three Banks Review, June 1980.




. Information

4.29 The absence of information can create a barrier to investment. At one

level investors may be unaware of investment opportunities, and businesses of

where to turn for the right sort of finance. At another level any shortage of information
might easily be overcome but at an unacceptable cost. In this latter regard financial
institutions can find that the costs involved in assembling the necessary information

to make an investment appraisal are out of proportion to the size of the investment
being considered. In a number of cases this has lead to institutions (and government)
only considering projects above a certain size.

4.30 The information barrier, such as it is, is probably less evident at a personal
level, Individual investors may wish to back someone known to them, and, indeed,
decisions on the financing of smalller firms are as often based on an assessment

of the owner/managers of the firm as on formal investment analysis. Attempts

to diminish any information barrier have concentrated on greater "signposting"

by banks, government agencies and the business and financial community generally.
The government's Small Firms Counselling Service is also providing initial appraisal
service for some institutional investors on an experimental basis.

CONCLUSION

4.31 Smaller firms need a variety of forms of finance, reflecting their stage

of development and type of business. Potential investment finance held by individuals
has become more diffuse, and over time it appears the holding of direct investment

in companies has become relatively less attractive. Yet with such high savings

in the personal sector, individuals are still vital and potentially a much larger

source of funds for smaller firms. While the clearing banks have a long-established
role in relation to smaller firms, the growth in the resources held by many other
financial institutions has not been matched by a corresponding increase in their
investment in smaller firms.

4.32 Smaller firms face a number of difficulties in findlng the money they need.

Their internal sources have been severely squeezed in real terms, and an improvement
in their profitability is vital. To attract outside equity investment, they need

legal and institutional changes to improve the marketability of thew shares, and
desirable changes seem in prospect. High risk and uncertainty are inherent features

of smaller firms financing, but are not matched by comparable reward. The absence
or excessive expense of information and advice has a widespread impact, and

needs involvement by businesses, financial institutions and government to be overcome.
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. CHAPTER V
SMALLER FIRMS: ISSUES FOR ACTION AND DEBATE

INTRODUCTION

5.01 The preceding chapters have highlighted a number of unfulfilled requirements
and unresolved issues. Chapter II pointed to the progress that has been made
towards implementing the policies which the CBI feels are essential for the growth
and prosperity of smaller firms. While much has been achieved, there are some
areas where the CBI's objectives remain to be met, and these are set out in the
first part of this chapter. The second part looks at some as yet unresolved issues
to which the CBI, government and other organisations need to address themselves
in the future.

UNFULFILLED REQUIREMENTS

The Economy

5.02 For the smaller firms sector to grow and prosper, government must provide
the conditions for sustained economic growth. Above all, this requires the control
of inflation, which would allow low interest rates and the restoration of company
profitability.
Taxation
5.03 High marginal rates of income tax and heavy capital and company taxation
can stifle entrepreneurial activity and reduce the incentives to start-up new businesses
as well as to expand existing ones, Therefore government should:

- reduce the burden of direct taxation;

relieve smaller firms from the adverse impact of capital taxation;

reduce the National Insurance Surcharge now as a step to its aboliton;
and

impose a ceiling on business rates related to estimates of reasonable
local expenditure.

Industrial Relations

5.04 Because of the interdependence of the modern economy smaller firms have
a particular interest in industrial harmony. They therefore need an effective
framework of industrial relations and employment law. Significant steps have
been taken towards this objective with the Employment Act 1980 but the CBI
would like to see:

further discussion on the extent of Trade Union immunities;
a re-examination of the légal status and rights of Trade Unions; and

further protection for both individuals and firms against the worst
abuses of the closed shop.

At

Company Law s

5.05 The current EEC company law harmonisation programme runs the risk that
smaller firms might be forced to comply with regulations which are inappropriate
for their circumstances and size. Therefore the CBI wants:

substantial revision of the EEC Draft Directive on Product Liability; and




.— the exemption of small companies from certain accounting, disclosure
and audit requirements when the EEC Fourth Directive on Company
Law is implemented in the UK,

Company law requirements should be less onerous for private companies than
for public ones, and government policies should reflect this.

Government Assistance

. 5.06 Although the CBI has not advocated special subsidies or assistance for smaller
firms, it expects government:

- to reduce further the administrative burden on smaller firms resulting
from regulation and legislation;

to continue existing financial assistance to industry as long as real
- company profitability remains so depressed;

to ensure that existing schemes of assistance do not discriminate against
smaller firms and that the effectiveness of aid is not devalued because
of delays or uncertainty;

to continue to provide practical assistance to smaller firms through
the Small Firms Information Centres and other relevant government
agencies; and

- to encourage the development of new high technelogy industries.
5.07 While the CBI has welcomed government withdrawal from excessive intervention
in business life, at the same time it it also recognises the need for the private
sector to do more to aid the growth of new and smaller firms. This process of
large firm/small firm co-operation must be further encouraged.

International Trade

5.08 Smaller firms make a significant contribution to Britain's exports and, as

a whole, business is aware of the need to improve productivity and efficiency

in order to compete effectively in international markets. Government has a role
to play in this respect by:

- eliminating unfair trade barriers;

shielding certain sectors of industry from manifestly unfair international
competition; and

providing exports services as full and as effective as those enjoyed
by our main international competitors.

Manpower and Education

5.09 The CBI is concerned that our education system should be geared more towards
the needs of industry and commerce, with particular regard to the growing impact
of Lechnological change. For this reason:

- links between employers and the education system should be strengthened;
general vocational preparation should be introduced before the last

year of school as a basis for complementary schemes in further education
and employment;




the apprenticeship system should be based on the attainment of standards
rather than the passage of time; and

government agencies should encourage employers to develop effective
training methods which do not impose onerous costs and administrative
requirements, especially on smaller firms.

UNRESOLVED ISSUES

5.10 On a number of issues important to smaller firms, there is a need for further
discussion before policy can be developed. Many of the following issues have
been identified in earlier chapters.

Government Intervention

5.11 It is of course accepted that the actions of government will affect smaller
firms. However the exact purpose and effect of particular government policies
and actions is open to debate. It has been argued that government's objective
should be to create a sympathetic environment in which firms can run their own
affairs, but this leads to certain questions:

- should this simply involve the removal of hindrances and disincentives,
or should there be deliberate features to make the legal and economic
setting positively favourable?

if there are to be "positive" policies, should there be priorities between
encouraging more start-ups, reducing the number of failures, or stimulating
the growth of existing firms?

what account should government policies take of the different contributions
to the economy made by smaller firms in the manufacturing and non-
manufacturing sectors?

5.12 The government operates a number of schemes of financial and other assistance
from which smaller firms benefit. As long as this is the case it leads to the question:

- can the number of official agencies involved be sensibly rationalised?

Public Purchasing

5.13 An inevitable area of government involvement in business affairs is through
its own business dealings as a purchaser of goods and services. As a consequence,
the following questions arise:

do smaller firms have fair commercial access to public purchase contracts?

should government - local and central - go out of its way to direct
contracts to smaller firms as part of a deliberate smaller firms policy?

ngional Policy

5.14 Earlier discussion(1l) focused on the backgrounds of businessmen who establish
new firms, particularly in terms of their education and past employment experience,
and referred to studies suggesting that the geographical distribution of potential
entrepreneurs tends to be concentrated outside the AssistedAreas(2). This prompts
some questions:

(1) See Chapter IIL.

(2) Those regions of the country-eligible for special industrial assistance because
of their depressed economic condition.




should regional policies be developed that will specificalfy foster new
firms so that there is a more even distribution of smaller firms throughout
the country?

should resources be concentrated on the general development of an
economically depressed area in the expectation of new and smaller
firms responding to the improved local economy?

- do smaller firms have appropriate access to current regional incentives?

Taxation

5.15 The field of taxation has been shown to be the area where there is greatest
scope for government quickly to influence the environment of smaller firms.

On income and capital taxes the objectives have been clear and there has been
progress in recent budgets; but there are two other areas where a number of questions
remain.

i Tax treatment of the smaller firm itself:

while the structure of corporation tax is known to be under government
review, the potential impact of this on smaller firms is not clear:

- can it be argued that corporation tax has become effectively regressive,
because of the greater benefit large profit makers often obtain from
capital allowances? :

is there a case for making the tax liability of small profit makers deliberately
less burdensome? |

Tax treatment of potential investors in smaller firms:

while the CBI has felt the tax treatment of direct investment needs to be
made more attractive, unanswered questions remain:

should tax incentives concentrate on the personal or institutional investor
or be neutral between the two?

should investment incentives be concentrated on particular types of
business, by size, structure, sector or age?

should investment incentives be focused on equity or loan finance,
and if equity, on capital growth or dividend yield?

Finance

5.16 The private sector, personal and institutional, is the dominant provider of

- finance for smaller firms and operates in the expectation of a commercial return.
Within the notion of commercial return, finance can be provided in different forms
and on varying terms, and the availability of finance in a particular form will i}
be influenced by the tax climate. Within this framework more institutions are
taking an interest in providing finance for smaller firms and on more flexible
terms. Yet the questions remain:

is there scope to push out further the commercial frontier of financing
decisions so that more risky business is seen as acceptable?

where changes have been made recently in the type of money available,
is there scope to speed up the effect on individual business financing
decisions?

5.17 It has been suggested that more money might be forthcoming from the banks




.for smaller firms if a government-backed loan guarantee scheme was introduced.
The guarantee would cover a substantial part of the risk of loans to smaller firms
that otherwise would not have been made because of inadequate security. The
following questions arise:

how will the lending decisions of the banks be affected by the availability
of a government guarantee? :

is it possible to ensure that guarantees will only be provided on additional
lending?

as defaults would lead to a call on public expenditure, is this the most
cost-effective way of the government helping smaller firms?

is a shortage of loan finance the most pressing difficulty in smaller
firm financing?

Information, Advice and Education

5.18 Government agencies together with a number of large firms and professional
organisations are involved in the provision of information and advice to varying
degrees. Government is involved primarily to provide information that otherwise
would not be available and to meet some of the cost of initial commercial advice:

B is the availability of these services well understood and are they provided
at an appropriate level in different parts of the country?

is there scope for better organisation of the agencies involved?

5.19 Generally large firms are involved in assisting new and smaller firms through
the provision of information and advice and other ways from a sense of enlightened
self interest - smaller firms are the suppliers and customers of many large firms,
and the health of the smaller firms sector will affect the health of the overall
economy and thus the market opportunities of large firms.

- is it desirable and is there scope to draw more large firms into this
type of activity?

5.20 More generally smaller firms depend on their professional advisers to deal
with financial and legal matters, such as raising money, in what form and from
what source, and on changes in the legal structure of their businesses:

- is advice of good quality readily available and do small businessmen
appreciate its importance?

if there is a need to improve the availability of good quality advice,
where does responsibility for this rest?

- 5,21 The education system as a whole can have an indirect but pervasive influence
on the smaller firms sector. Two questions of interest are:

does the general education system create sufficient opportunities
and an appropriate background to enable people to start their own
business?

are sufficient resources being concentrated on providing the owner/managers
of smaller firms with opportunities to improve their business skills?

Motivation

5.22 Smaller firms are currently a focus of much attention and, in many quarters




of ,e. While the general and particular economic setting will have a considerable
influence on the future of smaller firms, as much if not more will depend on what

people in the "front line" actually running their businesses are trying to achieve.
This leads to the question:

should a lot more thought, study and public discussion be focused on
the motivation of the owner/manager of smaller firms - the balance
of their aspirations to independence, growth of their business, and
personal financial reward -.and the extent to which direct taxation
influences the decision to start up er develop a business?
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RECORD OF DISCUSSION WITH MR G TAYLOR, MANAGING DIRECTOR, TDC LTD - 19 AUGUST 1980

PRESENT

Mr Taylor said that in the United Kingdom there was no lack of creativity or
of finance for new ventures, Butb not qnough ideas were turned into profi'ﬁahie
products and there was a tendency to philosophise about the problems of innovation

rather than work out immediate steps to bring products to the market.

The City did not investigate thoroughly the companies that it invested in,

" unlike American venture companies. It relied more on an examination of track
records, Rather than being risk-averse, it could be said that the City took

- large risks, since it invested large sums on insufficient information.

A major deterrent to venture capitalists in the United Kingdom was the lack
of an "over=the-counter". market for shares in new, small companies., In the
United States of America, there existed 3 .s'bock- -exchanges, the New York, the
American and the over-the-counter exchange. The criteria for listing varied
among the 3, but the existence of the over-the-counter exchange enabled a

' company to attract investment from the public because it provided a met?hanism
for shares to be sold and profits to be realised, Venture capitalists wished
to withdraw their funds after 5-7 '};'ea.rs; because of the Stock Exchange's . ..
rules, however, even the most successful of new companies would not be listed
for 10 years, The Stock Exchange rule 163/2, which was designed to help small
firms, did not work effectively. T——-—

— . . 1




Innovators who were motivated by the prospect of large financial rewards were
.« therefore discouraged from creating a new company in the United Kingdom, By
contrast, those who wanted prestige or personal gratification went ahead,
There were, of course, other ways of realising the worth of a company - for
example by selling~out to aneother concern or by selling private equity to an
institution - but these were not as effective in stimilating investment as
*an over=the=counter market. A further d:';fficu_'l.ty was the absence of a regular
listing for new small firms. Approximately 2,500 were ijsted daily in the
Wall Street Journal. By contrast, the Financial Times on a Saturday gave
details of the transactions that had taken place under Rule 163 in the previous
weele, If the shares of a particular company had not been traded in that week,

"no information on the current share value was available. The shares of tiiese

* companies were not marketable through the broker system.

]

This lack of an over=the=counter ma.rke-t occurred because it was not in the

Stock: Exchange's best interests to establish one, It enabled companies to

gain the benefits of listing more quickly and cheaply, Estimating purely

on the ratio.of pupulations, perhaps 500 firms in the United Kingdom might be

able to take advantage of the market if it existed.

Mr Taylor considered that private investors were still able to provide aﬁbstan‘hial
sums of patient money. The rate_ of return on capital in a new firm typically
dropped from a very high figure to perhaps 20 per cent as the firm matured.

TDC sought to withdraw its investment once the figure decreased below 50 per cent
or so, This usually happened after 5-10 years, In assessing projects, a return
of 40 per cent had to be potentially available to give TDC an overall return of
20 'par-ceﬁt on its capital, 'ta.k:i.ng failures into account, Its money was borrowed
at 15-17 per cent from ICF€ and investments were approved by a small committee of
ICFC under Viscount Caldecote.

2.
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The growth of new firms in the United Kingdom was constrained by the sige of -
. the domestic market. American firms had a market of 250Imillioﬁ people available
to them; the EECldid not act in the same way. It was thus harder for United
Kingdom companiés to get a return on their investments. Firms needed to maké full

‘use of "soft money", eg government regional grantg’in-ordaq to provide TDC with the

return that it needed, - It was difficult to éay whether United Kingdom customers

K were more or less conservative tham those overseas; there were cases when

United Kingdom firms had been early'purchaaera of innovative computer products,

Compared with the United States of America, there was in the United Kingdoma
a shortage of technically competent business managers, We had reasonable
: specialists in the different parts of the business but not good Managing Director

material, This was partly the result of insufficient business education'= in the

*  United States of America, forces existed to give all levels of executive: management

education and firms welcomed and paid for their employees' attendance at courses.
" But there was also a difference in management styles; decision-taking was more
corporate in the United States of America and éo each specialigt came to

appreciate his colleagues' business problems, This was perhaps a reflection

of different attitudes towards ignorance; in the United Kingdom people did not

like their own ideas examined as vigorously. The American system placed great

weight on the "produet' champion'™ who would argue the merits of an idea through

a company,

' Relationships between TDC, NRDC and NEB were good; each had their own role and
there did not seem to be excessive overlap, TDC would welcome competition
from other bodies provided that the ground rules were all the same - eg that

- all borrowed money at the same rates. Although TDC Qas centralised, it used

the ICFC regional offices as its local outposts.




‘Mr Taylor considered that publicly-financed inventions ' shauld be open- to a.ﬁyone
to exploit, rather than just NRDC and the Patent’ Office might be given a more
active role in ensuring that patents. were exploited rather than boughf as a
defensive measure., In general, patents were not serving their intended pu.rpbse.

Firms dnfringed them when they had to and often the Infringements were not

;:ha.llenged since the cost of defending q.l patent: were large.

New firms would be encouraged by a government purchasing policy that: gaw.; preference
to small firms. Government encouragement to the import of technology and key
innovators (as was carried out by the Invest in.Britain Buréau) would also.assist

but the United Kingdom taxation system did not attract,

In conclusion, it was suggested that Mr Taylor might seek an t:rpl:n:ari_‘.u.n:’r(,yr of
putting his views to Sir Keith Josephs




10 DOWNING STREET

MR. HOSKYNS

RE YOUR MINUTE TO MR. LANKESTER
ABOUT PETER CROPPER

There is to be a meeting
to discuss small businesses.
It is in fact due to take place
on Tuesday 14 October at 1030
| and is being organised by the
Cabinet Off%pe (David Wright).

CAROLINE STEPHENS

-

12 August 1980




11 August 1980

MR LAN?{TER CAOUuNE ??

. Ms ¢

Peter Cropper rang me to find out something more

about a meeting the Prime Minister wants to hold

about small businesses, with a possible date of
10 September. I know nothing about this and,
although we talked at length about small
businesses at dinner on Friday, she did not
mention this particular meeting.

What is the state of play?

JOHN HOSKYNS




With the compliments of
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DAVID MITCHELL MP

HOUSE OF COMMONS
LONDON SWIA OAA

August 1980

Dear Colleague

SMALL BUSINESSES

During the Recess you may ‘have meetings with small
businessmen so I thought it might be useful for you to
have an aide memoire on:

a) what has been done by our Conservative Government for
small firms during the first 15 months in office, and

b) some defensive material on the points they are likely
to raise.

I enclose this herewith and hope it may be helpful.

Yours ever

c:?&
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SMALL BUSINESSES

GOVERNMENT ACHIEVEMENTS IN THE FIRST 15 MONTHS

(N.B. This note does not cover the Government's attack on
inflation nor the consequent high cost of borrowings, both
of which are strategic economic questions. Inflatlon and
MLR have pre-occupied small firms so that few have noticed
the progress so far made on other aspects of Small Business
Policy)

THIS POLICY HAS 4 MAIN COMPONENTS

a Reducing the hurdles and burdens facing new
and small firms.

b Improved motivation, encouraging start ups and
growth by lower personal taxes.

c Increasing resources within firms enabling them
to weather inflation and to grow.

d Improved councelling services to help start ups
and to reduce failures.

A  HURDLES AND BURDENS

One of the worst is the lack of small premises with planning
consent. Steps taken include:

ék Swifter planning decisions, right of appeal after
weeks with many decisions announced at public enquiries,
not months later.

2 A new Circular on Development Control due in September
Should make it easier for inoffensive small firms to use
existing non business premises.

« 100% tax allowance for 3 years on building or conversion
premises up to 2,500 sq ft. Signs of vigorous take up.

L DOI through English Industrial Estates building over
1,000 small units in the Assisted Areas.

2 The lowering of Development Land Tax and the £50,000
exemption for small plots is helping to bring sites onto
the market.




The Employment Protection Act actively deterred small firms

from taking on extra employees for fear of claims for unfair

dismissal.
G. The qualifying period for alleged unfair dismissal
claims has been extended from 6 months to 12. For firms
with 20 employees or less it will from autumn 1980 be
extended to 2 years in respect of new employees. An
important simplification since Redundancy has a similar
2 year qualifying period.

Industrial Tribunals to take account of size and
Tresources of employer.

8+ Frivolous claims deterred by a liability to costs.

9 Post Materniry re-instaitment waived for firms of 5
“Tmployees or less, if re-instaitment not practicable.

Two specific unfairnesses in Rating systems have been corrected.

1Q¢ The right to pay rates by installments conferred
on small firms.

117 Given to owners of "Mixed ﬁeriditaments" the right
o more domestic rate relief.

Numerous regulations and controls eased or swept away.
12+ Price controls abolished.
22. Abolished office development permits.
14+ IDC exemption lifted from 12,500 to 50,000 sq ft.

The Industrial Training Boards have aroused a number of small
firm criticisms

1;. A major review of the ITB system has been undertaken -
e results arebeing considered.

Direct Labour Departments of local authorities threaten unfair
competition to private sector builders.

19 DIO's are being established as separate trading
organisations.

Ve A proportion of contracts must be put out to tender.

lﬁ‘ DLO's must trade at a profit, 3 years of failure
Trisks being closed down.




Sub-contractors in the building industry have had unreasonable
conditions to comply with when they wanted a 714 tax certificate,
accordingly we have:

1% Removed the conditions requiring £250,000 insurance
=Cover.

_2_9. Releuyed the 5 year rule.

27 Introduced a right of appeal against refusal of
"Tertificate by tax inspectors

22 Ensured reasons for refusal are disclosed to applicants.

2D D?leted a number of peripheral activities from scope
of 714's.

Self employed have to make their own retirement annuity
arrangements to top up the basic state pension.

g4 Increased from 15 to 174%  the tax allowed
contribution.

ég} Removed the ceiling of £30P00 on contributions.

g%? New concessions enable unutilized contributions to
e carried forward for 6 years.

27 Contributors have 12 months after year of assessment

in which to pay and clalm{hg 11‘,

There has been criticism of the use of powers of entry by
Inspectors.

28. Committee of Enquiry has been set up to look into
*The tax enforcement. powers of Inland Revenue and Custoums

& Excise.

22- A detailed review has been carried out of all other
Powers of entry by #& Minister in each Department concerned.

The administration of VAT cannot avoid being a burden to the
smallest firms.

29. We have fulfilled our promise to move to a simple rate

3Je  Lifted the exemption to £13,500 the maximum permitted
under EEC regulations agreed by the previous government.




Statistical questionaires can be a time consuming burden
as can disclosing detailed accounting information.

EE; We have cut out over a million questionaires.
2%. Limited couwpanies with turnover of £1 million or
ess have disclosure requirements reduced.

B IMPROVED MOTIVATION

Less burdens and more rewards are the key to encouraging
more start ups.

24 The largest ever cut in Income Tax for those who
succeed and hit the top rate: 60% is in line with Europe.

g Capital Taxes under review. As an interim measure

IT exemption lifted to £100,000 on business assets.
C INCREASED FINANCIAL RESOURCES AVAILABLE WITHIN SMALL FIRMS
By lower taxes and encouraging lendexs and private backers.

268 O%educed small firms rate of corporation tax from 42%
to 40%.

'23 Extended the lower rate to firms with up to &£70,000
pre tax profits.

e Ended the ‘close' company distribution requirements
in respect of trading profits.

2%. Written off the first 2 years of stock relief deferred
iability

40w Provided £4 million for loans by COSIRA this year

41. Arranged EIB loans for 7 years at 10% fixed glus 2%

"Tnsurance cover (on risk of exchange rate changes) now
available at a lower limit of £15,000 in assisted areas only.

&g* Encouraged private backers by cutting investment income
surcharge from 98 to 75%.

43. Interest on loans for investment in close companies
ere there is a 5% shareholding,allowed against income tax.

s Tax allowance on losses on investments in unquoted
companies.

i%? Commenced using the DOI Small Firms Councelling service
or assessment of investment propositions on behalf of pension
funds.




46. Published a consultation paper on 'share buy backs'
which would help to overcome the reluctance of small firm
proprietors to accept outside investors.

IMPROVED COUNCELLING SERVICES

Ll The Swall Firms Service of the DOI has been allocated
more resources and provides a comprehensive service
covering information and business advice both to those
considering start ups and firms who have run into problems
(Nation wide Freephone number 244t automatically ties up
to nearest local centre)

48, The councelling service now covers all main towns
with a system of clinics and personal appointments.

DEFENSIVE NOTES

The Self Employed are awaiting the review of their National
Insurance and pension position promised by the Government
in its manifesto (to be undertaken with representatives

of the self employed).

A working paper is being prepared as a basis for the review
expected to commence later this year.

This became a burning issue when the last government
increased the Class 4 NI contribution of the Self Employed
from 5% to 8% of relevant earnings. They subsequently
reduced it to 5% but it remains a live issue.

The Govermment's Green Paper seeking views on its proposal
to make employees liable to the first 8 weeks of sickness
benefit is likely to be raised. It is useful to recall
that if emacted this proposal would:

a save 5,000 civil service staff

b enable sickness benefit to be taxed through PAYE
in the same way as normal pay.

c for illustrative purposes a fixed £30 erzyzpk )
benefit is proposedaﬂ/%ﬁém ,,,,,/pézﬂr A conts; behzm

The purpose of a consultation paper is to learn the views
of those who will be affected and no decisions have yet
been taken.

Nouig Aol
mrut' /990.




10 DOWNING STREET

From the Private Secretary 8 August 1980

Mr. Mitchell asked me whether I had done a record of the
discussion at the lunch which the Prime Minister gave for small
businessmen on 21 July. I am afraid it was not the sort of
occasion where it was possible to take detailed notes. But the
following are some of the points which I recall were raised:

I There was criticism of the Government's proposals on
sickness benefit from Mr. Tombs, who has since sent us
his comments in writing (I enclose a further copy for
ease of reference).

It was argued that we should introduce a loan guarantee
scheme for small businesses on the lines of the US and
Dutch experience. ]
There was criticism of the dindustrial training boards,
which it was argued turned out inadequately trained people
and did not provide a real working experience. Industrial
apprenticeships were a far better method of providing
training and introducing young people to a work environment.
But the trade unions too often insisted on inflexible
arrangements for apprentices, and redundancy pay and unfair
dismissal provisions inhibited the taking on of apprentices.

There was criticism of secondary education. It was argued
that we needed more vocational training in the last year
of school.

Corporation tax: it was argued that the provisions for
small businesses should be relaxed further with, for example,
special relief on industrial buildings.

Falmouth docks. The question of loan availability on
projects in Falmouth was raised, and you have written
to us about this (your letter of 23 July).

A.C.S. willis, Esq.,
Department of Industry.
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Private Secretarv to

the Parliamentary Under Secretary of State,
Mr David Mitchell, MP,

Denartment of Industry,

Ashdown House,

Victoria Street,

TONDON S'W1

\ .

\hbﬂexx %ﬁﬂixk

Tim Lankester's letter of 23 July records that the Prime Minister has
arreed to hold a meeting on Small Businesses to which vour Minister,

the Chancellor of the Txchequer and the Secretarics of State for Industry,
Trade. the Fnvironment, Timplovment and Sncial Services are invited

tn attend.

This is to confirm that the meetine will he at 1N:3Nam on Tingday

14 Netabar at 10 Downine Street.

The Chancellor of the Txcheqnuer will he cirenlatine a copv of the Rennrt
by the Interdepartmental Committee of Officials chaired by the Treasury -
and I svorrast that this shoanld he nn-dated if necessarv tn tae account
nf anv developments hetween now and the end nf Saptemher = and vonr
Minister will he civenlatine his nwn paner. I shonld he eratefnl if
conies of hoth these paners conld he sent fo Sir Robert Armstrane,

I am sendine copies of this letter to the Private Secretaries of the
nther Ministers who will he attendinm, and also to Tim Lankester for
infarmation,

\

U.u;t szm_k..

gu\m

D J L MODRE

PPSTHICTIED




10 DOWNING STREET

From the Private Secretary 25 July,1980

The Prime Minister has read your letter of
23 July reporting on the auestion of land
availability for indusc¢rial purposes at Falmouth
and Penryn. She has asked me to say that she is
grateful to Mr Mitchell zor pursuing this matter.

.. LANKESTER

A C S Wwillis, Esq
Department of Industry




MR WRIGHT

/

-

You will have received a copy of a

letter from Tim Lankester to Tony Willis,
(Department of Industry) about a meeting
of small businesses in the early autuun.

You will remember we d@scussed this some

weeks ago and can }ou Please confirm
that this meeting will be set up by the
Cabinet Office?

24 July 1980
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212
SWITCHBOARD 01-212 7676

From the
Parliamentary Undar Secretary of State

]

Tim Lankester Esq
Private Secretary
10 Downing Street
LONDON  SW1 )

2
M \n.._au---. .
LAND AT FALMOUTH AND PENRYN

I understand that the subject of hold ups on the availability of land for job, "L41l
creating projects in Falmouth was raised at the Prime Minister's lunch with small )
businessmen on Monday. Mr Mitchell undertook to report on the situation,

The availability of land in Falmouth is a long standing problem, and although the
English Industrial Estates Corporation was authorised to acquire land theré in
1978, it has not yet been able to do so. There now seem to be four possibilities.

(i) EIEC has a site at Penryn, only #femiles from Falmouth, They have
secured ,but have not yet signed an agreement with the National Coal
Board Pension Fund to finance the comstruction there of about 25,000
8q ft, mainly in the 500-1,000 sq ft range. A comprehensive
announcement on this and iésa other sites is expected shortly and work
could start in two or three months,

(ii) After strenuous local objections, planning permission has now
been granted to build factories on the former British shipbuilderg'
sportsground in Falmouth, an 11-acre site, We hope, but cannot yet
be Certain, that funds will become available within the EIEC budget
which could enable work on a programme of 2,500 sq ft to 7,500 aq ft
factory units this year, This has not yet been announced because

we are trying to find funds within the EIEC budget which was pre-
empted by decisions taken by the previous administration.

(iii) The EIEC are negotiating with British Rail for the 2-acre site
ihich was formerly the station at Falmouth., This site would be ideal
for an NCB-type development, assuming the first venture at Penryn
proves successful,

(iv) There is a large 23-acre site at Bickland Water Road which has
been declared Grade 2 agricultural land., Its use for industry would
be a departure from the development plan and the question is under.
discussion between MAFF and DOE, Cornwall County Council are
anxious to develop the land and attract a private developer for
large factories, but the Department would not be involved, partly




because of fears of flooding the market, EIEC already have a
10,000 sq ft factory which has been vacant at Penryn since 1976,

a second-hand 48,000 sq ft factory at Pool near Camborne which has
been vacant for 8 months and a 46,000 sq ft factory in Falmouth is
likely to be vacated by Alfred Herbert Ltd shortly.

Mr Mitchell has contacted David lMudd again about these issues since the Prime
Minister's lunch and is anxious to achieve progress.as fast as possible,

AC i
Private Secretary




10 DOWNING STREET

From the Private Secretary 23 July 1980

The Prime Minister has agreed with your Minister to hold
a meeting on small businesses in the early autumn. Mr. Mitchell
mentioned to the Prime Minister that he would prepare a paper
for this meeting covering what the Government had achieved so
far and the '"road blocks' preventing further progress. The
Prime Minister understands that the inter-departmental committee
of officials chaired bylthe Treasury is about to report on
small firms to MISC 14, and she thinks it would be helpful 'if
this paper could be circulated to those attending the meeting.
Mr. Mitchell's paper could then concentrate on his ideas for
further work and for removing the "road blocks'.

I am sending copies of this letter to the Private Secretaries
to the Chancellor of the Exchequer and the Secretaries of State
for Industry, Trade, the Environment, Employment and Social
Services, all of whom the Prime Minister would like to attend
the meeting. We will be in touch to arrange a time for the
meeting, and I would be grateful if the Chancellor's office
would arrange for the official committee's report to be

circulated in advance of it.

I am also sending a copy of this letter to David Wright
(Cabinet Office). ' T

T. P. LANKESTER

A.C.S5. Willis, Esq. ,
Department of Industry.




10 DOWNING STREET
MISS STEPHENS

Please could you arrange a
meeting for the early autumn on
small businesses for Mr. David
Mitchell and all the Ministers
mentioned in paragraph 2 of the

attached letter.

L

23 July 1980
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Small Businesses

MR. LANKESTER

The Prime Minister is to take a meeting in the early autumn on the -L

l

position of small businesses. In his minute to her of Ilth July

i
Mr. David Mitchell said that he would prepare a working paper for this meeﬁngh

covering what the Government had achieved so far and the 'road blocks'
preventing further progress.

2, The Ministers to be invited to this meeting should certainly include
the Chancellor of the Exchxeﬁrer, the Secretaries of State for Indﬁgt;y, Tr:i’&?,
the Environfent and Employment, and Mr. Mitchell himself. Mr, Mitchell
would like the Secretary of State for Social Q'e’r:'ices to be given an oppo;-mnity
to come, if he so wishes, because of current discussions of the impact of the
sick pay scheme on the self-employed and of their national insurance
contributions,

3. Unless the Prime Minister wishes to confine the discussion to a small
group, there would also be a good case for inviting the Secretaries of State for
Scotland, Wales and Northern Ireland and the Minister of Agriculture. Their
Departments are all involved in current work on small firms.

4, An Interdepartmental Committee of Officials, chaired by the Treasury,
is about to report on small firms to the Chancellor of the Exchequer's
Ministerial Steering GEon Government Strategy, MISC 14, This report
will summarise the action taken so far, and the work sm progress, to help
small firms, It could usefully mulated to the Prime Minister's meeting,
and Mr. Mitchell's paper could then concentrate on his ideas for further work
and for removing the'road blocks.

5. If these arrangements are acceptable to the Prime Minister I suggest that
you so inform Mr, Mitchell's office and ask the Chancellor of the Exchequer's
office to arrange for the report of the Official Group to be circulated in due

course to those Ministers who will be attending the Prime Minister's meeting.

21st July, 1980




ql?

Prime Minister
e, Do st Leatimr Hyw)

I was glad of the opportunity of listening to the suggestions
of the Smaller Business Committee and I thought it might be
helpful to put on record the points they raised to which I

have added some personal comments.

I understand from subsequent conversations that the Officers
were very pleased with the hearing. which you gave them and

the obvious interest which you showed.

It is extremely helpful of jou to have proposed a meeting

in the Autumn to shift some of the "road blocks" which are

—

holding up progress on small firms policy, for most of the

problems lie outside of the Department of Industry's own remit.

Meanwhile, I will prepare a working paper covariﬁ§~both

what your Government have achieved and the road blocks preventing

HM
o

further progress.




NOTE OF POINTS RAISED AT PRIME MINISTER'S MEETING WITH OFFICERS OF
THE PARLIAMENTARY SMALLER BUSINESS COMMIUTEE - 8 JUNE 1980

Management Education

Owing to inadequate status and reward for small businessmen, much
of the sector lacks adegquate education for management.

Minister For Small Firms

It was suggested that the Minister for small firms should be
transposed to the Treasury, to which you responded that this would
be change for its own sake.

COMMENT - Significant contributions have been made by Treasury
Ministers to help small firms, but there is still a great deal to
do. Sophisticated small firms can largely avoid paying tax. Per
Contra, the less sophisticated probably pay the highest average
rate of Corporate tax.

Corporation Tax

Small firms rate of Corporation Tax applies at 40% up to pre-tax
profits of £70,000. The standard 52% rate applies above £13%0,000.
The transitional arrangements mean that between £70 and £13%0,000
the tax on the additional profit rises to 66%. No price tag was
put on the concession requested.

Loan Guarantee Scheme

A loan guarantee scheme to encourage more adventurous bank lending
was proposed. Keith Joseph pointed out the dangerthat banks might
transfer their existing riskier lending to the scheme without any
additionality.

COMMENT - LGS operate in the USA, Holland, Germany, etc; in these
countries gearing is higher and lending is more linked to the




business project rather than proprietor's collateral. I hope a
pilot scheme with an additionality criterion on a near self
financing basis &w@&d4d not be excluded.

Visitors Of Inspectors

A spate of examples were produced ranging from Keith Joseph's

Southwark example of 26 visits, to one requiring repainting to a
changed specification of the walls of the factory. I pointed out
that both my Departmental and Commons offices would not pass the

Inspector were they used by a small businessman!

COMMENT - You have asked a Junior Minister in each Department to
examine, with a view to eliminating wherever possible, inspectors'
powers of entry. I am collating the findings and the report will
be with you by the end of the month.

Equity Investment

The need for more equity investment, for investment clubs was raised,

with praise for the Budget steps to encourage the private backer.

COMMENT - It is not economic for large pension funds to investigate
small investments. So the Small Firms Counselling Services of the
DOI is now carrying out assessments and introducing approved
investment propositions to two institutional funds (Norwich Union
and Post Office Pension Fund) in the North West and Eastern Regions;
it is planned to extend the system to the whole of England.

Enterprise Zones

The fear was expressed that these will be large business dominated,
and there was a call for special steps to encourage small business
workshops. It was not suggested how this should be done and

you will be aware that such workshops already have 100% tax allowance.




National Insurance Surcharge

This was portrayed as a barrier to job creation. It was suggested
that for school-leavers, or those undergoing training, either the
surcharge or the National Insurance contribution might be waived.

Wages Councils

Wages Councils were condemned because blanket wage awards failed to
take account of the diversity between the busy supermarket check
out in Uxbridge, the slow moving village shop or the depressed
areas such as Sunderland. You asked Michael Shersby to write
further. You drew attention to the damage from high rates.

COMMENT - In the past 12 months, Sunderland Council has taken on
over 400 extra employees. The rates are now hop in the pound.




10 DOWNING STREET

NOTE FOR FILE

I spoke to David Wright
in the Cabinet Office this
morning and he will be coming
back to me regarding a
meeting in the Autumn to
discuss small businesses.
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9 July 1980




PRIME MINISTER

Apparently you said to David Mitchell
this morning that you wished to have a stock-
taking meeting regarding small firms in the
autumn.
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a) Is this correct? ub" w
/

b) If so, what sort of meeting have you got

in mind?

8 July 1980




PART =2 begins:-




