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10 DOWNING STREET

THE FRIME MINISTER 2 January 1987
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Thank you for your letter of 22 December.
I am glad you thought the meeting on 17 December
was a useful one, and it was helpful to have

your summary of the ground we covered.
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John Browne, Esg., M.P.




From: JOHN BROWNE, M5, MBA, MP

HOUSE OF COMMONS
LONDON SW1A 044

Rt Hon Margaret Thatcher MP 22nd December 1386
10 Downing Street
London SW1

L i i,

Thank vyou again for giving up your tine to s€€ OuUr
g8maller Businesseszs Committee on 17th December. Ik was Very
good of you and we all moch appreciated it.

May I take this opportunity of re—emphasising some of
the main peints we were trying to make.

- PBusipnege Expansion Scheme

Please may the 'lock in period' be reduced from 5 to 3
Years., My Own experience of wventore capital,
particularly in the United States, is that a long 'lock
in period' is a great disinsentive to investment.

Capital Gains Tax

We accept the reticence of the Inland Revenue to allow
income tax to be deductable for entrepréneurs and their
immediate family under the Business Expansion Scheme.
However, we feel that such deductabllity would be
farer and would seen as a real insentive for pecple to
gtart their own companies 4if shares in unlisted
companies were to exempt from Capital Gains Tax. In
order to minimise possible tax avoidance this exemption
should only apply to pew shares held for at least 3
YEars.

- Tax Examption for Retaipned [farpings

May I remind you that I am a hawk on government
spending. However, I do believe that as an added
ingentive for people to start and invest in newly
incorporated businesses, the exemption from corporate
tax of the firgt 15,000 of retained eactnings 1in a
'atart up' company should be locked at seriously. It
would provide entreprenseurs with insentive to build up
agquity as opposed to debt in small companies,




Enterprise Bond

As you know, small companies' profitability and indeed
caszh flow is often wolatile, 1In years when profits are
made the entrepreneur is tempted to invest, often
unnecessarily, in assets in order to eshield profits
from taxation. When profits are low, entrepreéheurs
regert to bank borrewing which reduces the financial
viability of their companies. If companies in preofit
were allowed ta dinvest in Enterprise Bonds, the
government would get an immediate cash inflow of the
total amount rather than merely of the taxz due. If and
when the bonds were redeemed by the company, the
government would have had the use of the money in the
interim. This would probably improve rather than
reduce government cash flow. Small businesses would
alge be able to use Enterprise Bonds as security for
government issued performance guarantiees and also for
leasing.

Education

Bill Cash emphasised this point and I would like to
second his proposal, 1 personally feel that education
is one of the key elements in the recreation of our
enterprise culture, Whilst keyboard gkills (or typing)
are included in a number of curricula, they are not
taken seriously enough in the majority of cases. The
kevboard iz the link between man and the modern
machine, Furthermore, basic accounting knowledge in
Britain 4ie lamentably low compared to that of our main
competitors, The help that is given to gemall companies
iz of limited use when compared to an entrepreéneur who
has a basic knowledge of accounting and a feel for
'yeal' as opposed to 'apparent' profits etc. AS you
quite correctly said, an entrepreneur must know his
market, but he must also know the true profitability of
his producte in that market, (i.e, they may sell, but
do they =sell at a profit?) This requires a basic
knowledge of accountancy. Also, a knowledge of basic
accounting means that the accountancy overheads are
greatly reduced in a new business.

Deregulation

We did not have time to deal with this problem. We
would 1like to thank you for what has been done but to
urge you strongly to centinue this action as we see it
as one of the largest problems facing business aes a
whole in our country.




your

Differential Rates of Interest and Taxation ete,

I know we discussed this matter and gome of the
officers of my committee werec in favour. I perscnally
would like to register my strong opposition to two tier
interest rates etc, I believe they mitigate against
reazlity and they also create arbitrage, resentment and
opportunities for abuse. I personally weould strongly
oppose two tier interest rates etc.

Finally, may I thank you agaln for seeing us and for
comments, May I also Lake this opportunity of wishing

you and Denis a very happy Christmas and New Year.

/KMW

JOHE BRUWHNE







10 DOWNING STREET

LOMDOMN SWIA 2AA

18th December, 1986

You might find it helpful if I put down briefly on paper
the main points which were raised at yesterday evening's
meeting between the Prime Minister and members of the

Conservative Parliamentary Smaller Businesses Committee.

JOHN BROWNE raised a number of separate points. First, he
pressed for the extension to the general run of small
entrepreneurs of the capital and income tax relief available
to small businesses under the Business Expansion Scheme.
Your own response, and that of the Prime Minister, was
that this was a budgetary matter and should be considered
in that context; problems of avoidance would ke paramount
in considering this idea. Secondly, he proposed that
there should be £15,000 exemption frem Corporation Tax
liability where this sum represented retained profits

in the early or start-up phase of a small business.

You will recall that you suggested this idea was open

to abuse since a small businessman could engage in a
series of business start-ups, followed by closures,

which would permanently exempt him from CT liability.

JOHN TOWNEND remarked that a clesure would automatically
involve a profits distribution.

Finally, John Browne raised the idea of the launching
of an Enterprise Bond by means of which small businesses
could invest 100% of their profits in a given year in
an interest-earning bond, and at that stage avoid any
payment of tax on the profit invested. The benefit
of this proposal lay in the fact that the businessman
concerned would not feel that he needed to invest his
profits in unnecessary plant or eguipment simply to
avoid paying tax on the profits which would otherwise
be retained. You will recall that you undertook to
discuss this idea with John Browne on some suitable
future cccasion.




WILLIAM CASH fiwed on the severe problems caused to
many small buslinesses by the high level of interest
rates. He proposed that banks should be persuaded to
set aside a proportion of their profits, to make a pool
from which small businesses could borrow at a rate
differential lower than the normal run of customers.

He cited a Greek government experiment in this area,
which was allegedly useful and effective. In response
toc this idea, vou yourself cited tha esxploitaticon danger,
that large businesses would set up small subsidiaries
speclifically to exploit the differantial rate. The
Prime Minister thought that the lack of competition

in the banking world was at the root of the difficulties
exparlienced by small businesses and that the latter

was tha main problem to ba tackled.

HENRY BELLINGHAM maijored on the Business Expansion
Scheme about which he was enthusiastic. He sought three
modifications: first, that the five year "lock=in" rule
should be reduced to three years, or tapering provisions
introduced to segure the same effect. Secondly, he
sought a relaxation of the Scheme's rules, to allow

fathers and/or sons to participate contractually in

the Echeme where one or the other was developing a small
business.: Thirdly, he sought a modification to zacure
that the tax relief available to BES investors should

be available from the moment that theilr money was put
into the company, and not [as at present) only when

the company started trading.

PETER THURNHAM pressed fer the introduction of Preference
Shares, as part of the BES eligible capital structure.

¥You will recall that yvou rebutted this approach on the
grounds that BES capital is, by definition, equity risk
capital, with the risk offset by the tax relief available.

JOHN TCWMEND thought that the main limitation on small
business expansion still remained the bureaucracy and
paperwork which cluttered up enterprise. VAT was the
worst offender in this area, and he pressed for an increase
in the exemption level of £74,/000 which currently applies
to small businesses. He maintained that this figure

was guite inadeguate when related toe the turnover for
businezses which were selling goods rather than services.
You will recall that yvou vourself doubted whether an
increase along the lines adveocated by John Townend would
be admiszible under Burapean Commuinity rules.

o fan




Page Three

I think that the foregoing is a reasonably comprehensive
record of the points raised by members of the Committesa,
but I am not proposing to copy it to our colleagues,
unless you wish me €to do so. This record is for vour
own use, if you wish to follow it up in any way. It
will, of course, ba kept on file here as well.

ekt

MICHAEL ALISON
Parliamentary Private Secretary

The Et Hon Lord Young




[reasury Chambers, Parliament Street, SWIF 3AG

stephen Ratcliffe E=qg
Frivate Secretary to
The Rt Hon Lord Young of Graffham PC
Secretary of State
Department of Employment
Caxton House
Tothill Street
LONDON SWiH 9 WF 23 Octaber 1986

L St fhen,

VAT: SMALL BUSINESS REVIEW

Customs and Exciee are tomorrow releasing the VAT consultation
document which your Secratary of State and Mr Brooke discussed
last week.

1 enclose a copy of the final version, together with the statement
that my Minister will be making at a press conference tomorrow
morning. Mr Brooke will alsc be ainterviewed on the Today Programme
tOmMOYrrow.
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VAT: SMALL BUSINESS REVIEW

The Minister of 5tate Treasury, the Hon Peter Brooke, MP, today announced the
publication by HM Customs and Excise of a consultation paper "VAT: Small
Business Review", which contains a package of Value Added Tax proposals

designed to help small businesses.

"This consultative document is the first fruit of our review of the VAT svstem for
small businesses. The proposals are Intended to reduce the burden of accounting
and record-keeping that the VAT system currently imposes on them. The
Government is concerned to do all it can to encourage the small business sector,”

said Mr Brooke.
"In broad terms, the proposals contained in this document would reduce, or
simplify, the burden of the VAT system for small businesses. The document

contains a number of practical proposals for changes to the system:

- to allow accounting for VAT in cash instead of on invoices:

to allow annual returns for VAT, rather than the current requirement of

quarterly refurns;
changes to registration and deregistration rules;

improvements to the special, simplified schemes for retailers.




"HM Customs and Excise also propose to employ consultants to advise them to
what extent accounting and record-keeping reguirements can be eased for small
businesses.

"l am convinced that each of these changes would represent a significant

simplification of and reduction in the administrative burden on small businesses.

"] am confident the small business community will welcome these moves but | am
sure It 15 sensible 10 seek their views on the details of the proposed changes

belfore they are implemented.

"l am anxious to press on with these proposals as quickly as possible. Indeed | am
aiming to complete the review before the original targetr of mid-1987. | am,
thereiore, setting a tight deadline for comments on this consultative document of
the end of this year - 31 December - so that decisions can be taken in good time
for the 1287 Finance Bill: 1 hope all small businesses and their representative

bodies will let us have thelir comments as quickly as possible."

BACKGROUND NOTE

The review was announced in the HM Customs and Excise management plan at
the beginnong of this year and publicised mn the White Paper "Building Business ...

notl Barriers”, issued last May (Cmnd 9793),

To ensure that small businesses are fully involved in the consultation, HM
Customs and Excise will send to 5,000 small traders a simple question and answer
form %o that responses will be not only from trade and professional bodies bat

also from traders themselves.

The proposals include a number of possible measures which, it is felt, will benefit

the smaller business. These include:-

Optional cash accounting

This scheme would allow busifnesses with an annuoal turnaver below £100,000 o
account for VAT on the basis of cash received and pard out. Traders would not

have to account for VAT until paid by their customers and would not be able to

reciaim VAT until they pay their suppliers.




Annual VAT returns with regular payments on account

To use this scheme, which is designed to assist small businesses with their VAT
payvments, traders would be sent an annual assessment of their expected tax
liability, for the current year, based on their previous year's VAT payments. This

figure would then be divided by ten. Traders weuld mzake nine monthly payments

by direct debit, starting four months after the baginning of the year, followed by

a tenth payment to balance the account accompanied by an annual return.
Traders would be allowed two months to prepare the annual return and make this

final payment.

Special schemes for retailers

The workings and scope of the present nine schemes has been reviewed, with the
aim of improving and simplifying their operation and making some schémes more

widely available.

VAT registration and deregistration

A number of changes are proposed to ease the rules, in particular 5o a5 to allow
fmore tifme for notifications of hability to register for VAT. In order 1o release
about 230000 traders from the VAT svstem and to reduce demands on aofficial
resources, the suggestion is also put forward (although no decision has vet been
made) that traders whose turnover 1s below the registration limit should have 1o

deregisier.

Additionally, HM Customs and Excise propose to engage the services of an
independent consultant to assess and make recommendations about the present
record-keeping requirements for VAT and their effect on small businesses.

HM Customs and Excise are now inviting views, representations and general
comments on these proposals. To assist this process, a random selection of 5,000
small businesses will be sent a question and answer leaflet which they will be

asked to complete and return to Customs.

Mo finzl decision on these proposals will be taken until comments have been
received and considered. The original intention was for the review of VAT and
small businesses to be completed by mid-1987, but the date will be brought

forward if possible.




A copy of a consultative document, giving full details of the proposed measures js

avalighle on requess,

Comments shauld be sent in writing to the review co-ordinator:

David Brampion

HM Customs and Excise
Room 322, Knallys House
Byward Street

London EC3IR SAY

o arrive no later than 3] December [936.

ISSUED BY: THE PRESS AMND [MFORMATION EFICE; HM CUSTOMS AND
EXCISE, KING'S BEAM HOLUSE, MARK LANE, LONDON FC3R - THE
Telephone 01-3%2 468 /5469/5470/507 |
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The practical work of the
&mall Firms Sarvice

The alma ol e Small Flzms
Sarvioe are o provida small
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The following case historaes
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Management buay-oot
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My (3 tearar & Gmall Firme
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majer problem was financa, With
ncvice on financial contrel and
gsslatancs h preparing cash flow
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knowiadge of praoduciion
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ampleyeas and § mone balneses
and part-immers. And 10e fubare 18
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and e wids rangs of skills and
epertise o the counsalling
BEEVHEDA - GAN GOmplasmat wall
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VAT. Small business review [

H M Customs and Excise October 1986

Consultation document
TNTRODUCTTON

General

I-& The tagk of collecting ‘the VAT revenue -inevitably reguires a
clear framework of rale=, both to ensure proper pavment of the tax
due and to give fairness of treatment a3 between taxpayers. The
Government, however, sSeeks to minimise burdens on business, by
improving these procedires, as ap importatnt azpect of their aim 1o
efcourage enkterprise.

Customs and Excise recognise that, despite recent improvements in
the VAT system, the rules on accounting for and pavment of VAT can
gE1l]l ecause problems, especially for =mall businesses. A3 was
announced in the White FPaper "Building BUS1nessed . Dot
Barriers™ {(Cmnd. 9793, May 1986), we nhave been reviewing the VAT
policy towards small businesses to gsee 1f special arrangements can
be provided for them. The first stage of this review has now bean
completed and this paper sets cocut a number of proposals and
possaibilities for change in areas of importance to small
businesses.

European Community considerations

2. Any proposal to change the rules governing VAT must be in
accordance with Eunropean Community law. This 1is contained an the
Sixth- Conncil Directive on VAT and, éxcept where cotherwise
iAdicated, the possibilities discussed in fthis paper are
consistent with that Directive. In formulating our detailed
sugcestions,; account has -alse bBeen taken of the proposals. recently
submitted by the EBuropean Commission in a draft 2Znd Directive,
which would provide a special scheme for small and medium-sized
businesses. If implemented, without amendment, the proposed 22nd
Directive would provide that:

Member States must offer a tax exemption scheme {(registration
threshold) for traders whose turnover does not exceed 10,00
European Currency Units [ECU) = currently eguivalent to about
£6,900;

An option for Member States to have a higher registration
threshold of 35,000 ECU - about E£24,7100;

Member States must offer a simplified "acecounting®" scheme for
charging and collecting tax [or businesses with a turnover of
less than 150,000 ECU - about €£100,000. This scheme would




consist of two elements:
- cash accounting for both outputs and inpits;
- annupal returns and monthly or guarterly payments;

The option Ffor Member States to 4introduce a flat rate
percentage for calculating deductible input tax.

Paragraph 3 below explaips how these proposals might apply in the
United Eingdom. However ws do not suggest the introduction of Flat
rate schemes because these are more suited to multi-rate svstems
of VAT and their computation would be 1likely to prove more
bpurdensome both for individual taxpayers and to ourszelves.

The suggesLions [or change

e [n setting oul the possibilities for change we have Dbeen
concerned that, within the framework of Europsan Community law,
they should offer a substantial simplification and a reduction of
burdens for the small business. We have therefore made suggestions
in the following areas:

"Cash Accounting", where VAT would be claimed and paid on a
cash basis rather than on the basis of invoices.

¢ an annual return for VAT with regular payments on account.

Both the possible schemes for &ash accounting and annval returns
nave regard to the draft 2ind Directive and its upper limit of
about £100,000. At this level some 660,000 businesses, about 44%
of. all registered busineszes; would have the option, but no
obligation, to use thes= schemes.

» roguirements for record-keeping and accounts.

The records & business maintains and preserves for VAT purposes
are designed to be primarily for agresement between individual
traders and their local VAT coffice. We propose, however, to
employ an outside consultant to look at the impact of our
practice on small businesses. He will examine how the concern
to minimige burdens on business in the area of record-kecping
can be Teconcliled with our revenue contrel reguirements.

the VAT registration gnd deregistration Pules.

Dur registration threshold is already the masximum permitted
under existing EBurcpean Law ({Article 24 of ¢ha Sisth VAT
Directive). Howawver, +the changes we are proposing on
registration and deregistration requirements offer an easement
of the present legal provizsions.

When con=sidering any changes we hawve to be concerned not only
with the hurdens which our requiremente place on businesses but
also with their impact on the proper protection of the revenue
and the use of our resources. Without any decisions having been
taken at this stage we have to consider whether businesses with
turnovers below the regigtration threshold should be permitted
to register, or remain registered, for VAT. At present some




250,000 businesses come within the scepe of the tax solely
Eacausa they choose to do s90. These ‘businessed have: to be
cantralled, using waluable resources which we could use more
effectively elsewhere, while ceollectively they produce no
ravenus. It 48 not clear whether any proposal to Trefuse
ragistration to businésses below the obligatory registration
threshold would be compatible with Eurcopesan Law. In considering
such proposals we would neoed to discuss the position with our
European partners.

the special schemes for retailers.

cur suggestions here concern only thoze businesses which are
uging retail schemes. The changes we propose to the various
retail schemes should, wa balieve, offer the. option IfTor
simplification +to some 300,000 small and medium-sized
retailers, while removing anomalies which affect mainly large:
businesses or'others which are not retallers in the usual sense
of the' term. The system of retail schemes is not affzcted by
the draft 22nd Directive.

A propasition which has been put forward by some small business
representabtive: bodies is the a&abeolition of VAT oo transactions
between registered traders. This propasition was examined in 19748
by an indepesndent working party. including wvarious DbUginess
interests; which decided by a clear majority that this proposal
ghould nnt be recommended. We belisve their conclusion is still
correct. Our reasons for not recommending such a sSystem are set
gcut in the Annex to this paper.

Representations and comments

g. Mo firm decisions will bhe taken until comments in response £o
thie consultation docament have been received and considerad. The
Governmént's original target was far the review of VAT and small
businesses to he completed by mid-T1987 but, through the early
publication of this consoltation document, it would like this date
tc be hrought forward if possible. Comments, including any on the
draft 22nd Directive, or other suggestions relating to acocounting
and record-keeping requirements for small businesses, should be
gent in writing to David Brampton, Customs and Excise; Hoom. 322,
Enallvs House, Byward Streset. London EC3IE 5S5AY Jtelephene
01-382-5365] by 31 December 1986. Copies of the draft Directive
=an alsn bs abtained from him.

Implementation

By In the light of the comments received the Government will
consider further whether legislation to implement the posgibilities
digcussed in: this cofsultative paper  should be included 1nm the
1987 Fipnance Bill, with a wview to implementation as’ soon -as
practicable. In some: cases, ed retail schemes, -changes to praimarcy
legislation are unlikely to be required. In the case of annual
returns with payments on account it should be noted that, because
of the complexity of the changes reqguired to the Customs and
Excise computer system, implementation would not in any case be
practicable before the end of 1988 at the earliest and possibly
not until a later date.




SUMMARY OF MATTERS DISCUSSED IN CHAPTERS 1-5

Chapter 1: Cash accounting

A possible se
£100, 000, wher
paid and recei

heme, open ta all businesses with turnovers below

b

1
=hy VAT woald oe acoounted for on the basis of cash
red = paragraph 1.2.

=
W

Chapter 2: Annual returns with payments on account

A possible scheme, open to Aall businesses with turnovers below
£100,000, with payments on account and a final payment with the
annual return - paragraph 2.2.

Chapter 1: Records and accounts

Customs and Exclse to engage an independent consultant - paragraph
et
5 L

Chapter 4: Registration and deregistratien requirements

Proposals:

» time to notify liability to register extendad to
paragraphs 4.3 and 4.4

eligibility to deregister to be based on future turnover only
- paragraph 4.5

turnover for deregistration to be tax exclusive - paragraph
4.6

notification of cessation of trade lnoreased to one month -
paragraph 4.7

deregistered businesses will not be liable to registration
only because of turnover before deregistration - paragraph 4.9

specific time limit of one month to notify material changes by
businesses exemptsd from registration - paragraph 4.10.

Chapter 5: Retail schemes

introduce a replacement/alternative to Scheme B, removing the
"30% rule" and introducing an annual stock adjustment -

paAragraph 5.7

amend “"Adaptation 1% te provide for wvaried but fixed mark-ups
czsed on type of goods. Increase turnover limit to £500,000 -
paragraph 5.8




increase Scheme € turnover limit to £90,000 - paragraph 5.10
revise Scheme C fixed mark-up levels - paragraph 5.11
increase Schems D turnover limit to £500,000 - paragraph 5.16

amend "Adaptation 2" to operate on standard-rated goods only -
paragraph S.17

review the level of the Scheme G 18B8th uplift - paragraph 5.18

abolish the Scheme G minimum turnover limit - paragraph 5.19

incorporate the working methods of the available Scheme
adaptationse within the scheme "How to work" pamphlet -
paragraph 5.20

withdraw the "standard"” method of reckening gross takings -
paragraph 5.24

withdraw use of schemes from "non-retailers" - paragraph 5.26

withdraw use of schemes in respect of non-retail supplies -
paragraph 5.28

clarify eligibility for use of mixtures of schemes - paragraph
5.30

clar:ty the meaning of "separate parts" of a business
paragragph 5.31

amend Regqulation 3 of the retailers regulaticns to clarify the
Commissioners’® powers to refuse the use of retail schemes -
paragraph 5.32.




CHAPTER 1: CASH ACCOUNTING

Introduction
1.1 The' current VAT system is largely invoice based. The issue of
a tax invoice obliges the supplier to account for output tax and
anables customers to claim input tax. It may, however, be helpful
tc many small traders if they were to have the cption te account
for VAT on the basis of cash received and paid out. A significant
number of traders operate in commercial circumstances which require
them te provide lengthy credit facilities to custcmers. "Cash
aceounting® would improve the liguidity of many small traders who
have to account for VAT due on invoices for which they have not
received payment. It would also remove for them the problem of VAT
on bad debts.

1.2 We are therefore considering a possible scheme for cash
accounting whereby VAT would be accounted for on the basis of cash
paid and received. The main features of such a scheme would be
that:

a) e wuulg b an optional alternative to the normal method of
VAT accounting, ie cash accounting would not be compulsory;

b 1t would cowver both input and output tax;
o | i1t would be available to small traders with turnovers up to

the maximum outlined in the draft European Community 22nd
Directive, in the region of €100,000 per wear.

Operational features

1.3 We envisage that the acheme would embedy the following
operational features:

al Jaining the scheme

i} Newly formed businesses would be allowed to adopt the
schem¢, on application, as part of routine VAT registration
procedures. Existing regisgstered traders would need to make a
written application to their local VAT office. A pre-condition
would be that businesses were up to date with returns and
payments.

i1) When &applying, businesses would need formally to confirm
their agreement +to comply with a number of conditions,
including adequacy of records and accounts. Having opted to
join the scheme a business would normally have to remain in it
for two years before it could choose to leave.




Leaving the scheme

1 To prevent steadily growing small businesses having to
adopt normal VAT accounting at a premature stage of their
develepment, we suggest that a tolerance of, say, 45 per cent
could be applied to Che turnover limit. This would alsa reduce
excoseive movement between the normal YWAT scheme and ocash
accounting. Businesses with turnovers owver the limit but
within the tolerance would remain ineligible tTo adopt cash
accounting.

ii) Those rcash accounting schems businesses whosSe turnovers
pxceeded certain periodic limits would be obliged ta adopt
normal accounting at the start of thelr next accounting year,
unless they could show that turnover was unlikely to exceed
the tolerance during the year as-a whole.,

Records and accounts

1} Existing requirements concerning records and accounts
would need to remain as explained in Section VIII of "The VAT
guide" Customs and Excise Notice 700. Scheme users would have
to keep satisfactory cash records either by adapting existing
summary records of sales and purchages by including settlement
details or by setting up a cash book which fulfilled the dual
role of summarising both +transactions: and individual cash
movements. No particular format for ‘such Trecords woald be
laid down but & clear audit trail would have to be maintalined
from the sammary recocrd back to the normal commercial evidence
af the trangactlons (l1e purchase and copy sales i1nvolices, and
evidence of receipts and payments). Businesses would still

have to issue tax invoices for sales to registered customers.

11] Cash purchases would need o be supported by recelpted
tax invoices: before ‘1npu tax  credit “could be claimed.

Views of trade associations and small businesses: Consultation and
feedback

.4 Views are invited on the cash accounting scheme, and on the
method of operation as broadly ouatlined above. Comments are also
invited on any alternative features yvou wonld wish to gee lnocluded,
and on the following points which would seem toc be potential areas
af drfficulty:

al Special VAT accounting arrangements would be necessary L[or
businesses moving between the cash accounting scheme and the normal
invoice-hased method, and also for those businesses deregistering.
Cn adoption of the cash accounting scheme registered traders would
have to separate receipts and payments for transactions previously
acocounted for under normal arrangements. Gimilarly, businesses
moving from cash to normal accounting would have to account, on
their First normal return, for sales for which they had not been
paid; but they would be able to claim back the tax on purchases
even if they had not been paid for. As far as deregistration is
concerned, we suggest that the due date for sending in the return
might be extended from one month to two months after the effective
date of deregistration and all cutstanding tax be -accounted for
whether or not cash has been received or paid.




involce 1"

= Where payments or receipts cover more than one
represent part payvment of an invoice, sSpecial provisions would Qe
needed., Where multi-rated supplies of doods oOr services are
involved, a fair and reasonable pro rata formula “-_"u"'-lll’l he 'ﬂi"-"l‘"{"ﬂ'i
put. Cash received or paid for on sales or purchases could be
allocated on the basis of the proportion, by value, at each tax
rate on either:

s the criginal order,; or
Ehe related statement, or
the demand Eor payment,

to which the particular cash movement relates.

Leglslation

Significant amendments to existing legislation (in the VAT Act

5
983} would be regulired.




"IAPTER 2: ANNUAL RETURMNS WITH PAYMENTS ON ACCOUNT

Introduction

2.1 For some time many small businesses have [elt that, to help
their cash flow, they should be allewed to make their VAT returns
and to pay the tax due on a different basis to that carrently in
use. A suggestion in a previous consultative exercise that
returns might be made annually with annual payments of tax was not
generally favoured, primarily because of the problem of ensuring
that mon=sy to pay the tax was available at the end of the Vear.
Also, we believe that the present experimental scheme for allowing
the monthly submiseion of returns with monthly payment of tax is
not likely to be of general benefit to the majority of small
businessas.

General fteatures

2.2 We are now considering a scheme whereby returns could be made
anmially with nine payments on account with a final (tenth)
payment bpeing made teogether with the annual return. The scheme
would strike a reasonable balance between assisting small
businesses in making their payments of VAT and the effect on
revenue control and resources, and would be a further option
avalilable to small businesses, whether er not they used cash
accounnting. It would require some amendment to existing
legislation.

Operational features

2.3 We envisage that such a scheme would embody the followlng
operaticnal featurcs:

a) Joining the scheme

The scheme would be open to any business with a turnover of
100,000 or legs, Its usze would not be compulsory, businesses
would be allowed to enter or leave the scheme once a year. A
business electing teo join the scheme would contract with Customs
to remain in it for a full year, making nine agreed payments, on
predetermined dates, by direct debit. The contract would
stipulate that Customs could terminate the arrangements in the
event of a default on any instalment, the business then being
required to account for tax on a gquarterly basis.

bl General procedure
The procedure would be as follows:

i) Annual assessments. We would establish a tax debt for
the coming year by issuing an agsessment based on the net VAT
paid in the preceding year. In calculating this assessment,
it weuld be necessary to allew for anticipated changes in
turnover, trading and inflation. It would also be necessary
to allow for a subsequent adjustment if tax rates were to
change. The scheme would be open only to businesses with a
full year's trading experience. This would preclude newly
reglstered businesses but would be necessary because of the
need to make a proper assessment.




i1) Payment by instalments. The annual assessment would be
divided by ten and payment would be made by nine monthly
instalments by means of direct dehit, plus Final tenth
payment (not by direct debit]). This last payment, including
any adjustment necessary to cover the tax liability for the
whole year, would be sent together with the annual VAT returcn
- two months after the end of the accounting vyear.

iz Transition to the new system

To ease the transition from guarterly +to monthly paymenbts, the
pusiness would start te pay by instalments four menths after the
end of the laat guarterly accounting pericd ie at the time the
naxt guarterly payment would have been due. The position is
i1lustrated below:

atart of End of
Joote doctE
Paricd Feriod

14 [months)

-3

13t| 2nd | 3rd b t Gth Final  payment
| Payments by bt ' ibalance)
- | _ fwith
aonual
return

50 the business would make its final balancing pavment for the

P =
first year by the end of month 14, and two months later would make
the first of the regqular payments on account for the second VEaT,

al Failure to comply

& default in respect of any one of the nine instalments would not
be a default for the purposes of e Default Surcharge regime.
However, late submissicn of the annual return would count towards
surcharge and any business which defaulted on its annual VAT
return would be reverted to the normal gquarterly accounting
system. Equally, if businesses weore to fail to make the ayreed
payvments, they would be reverted to guarterly VAT returns and
payment of tax and would consegquently be brouvght into the normal
surcharge enforcement regime for those future guarterly returns.




CHAPTER 3:; MAINTAINING AND PRESERVING RECORDS

3.1 OGenerally speaking, the records and accounts which a2 business
maintains are for it to decide. Qur only requirement is that they
should be in sufficient detail for the tax that 15 to be paid or
claimed to be correctly caleculated, for complete and accurate VAT
returns to be compiled, and for cocur officers teo be able to check
the returns. We do not insist that these recorda are maintained in
any particular form, except for the VAT account, and we will
normally agree to them being held on microfilm, microfiche,
magnetic tape, disc etc subject to there being satisfactory audit
trails.

3.2 Our reguirements on records and accounts are set ocut in
segtion VIII to Netice 700, "The VAT guide®. Once a business has
decided on the records it wishes to maintain the law reguires it
to preserve them for six years. The period for preservation was
extended from three to six years by the Finance Act 1985,
following a recommendation made in 19831 by the independent Keith
Committee which examined the enforcement powers of the two revenue
departments. This extension was recommended because we have always
been able to assess tax for the previous =ix vears and because
control wisits to many businesses are now made less freguently
than the once in three years originally envisaged. This brings our
requirements more closely into line with direct taxation and
cCompany law,

3,3 We have always sympathetically considered requests for
earlier disposal of ancillary records where retention causes
Etorage problems or is inordinately expensive. However, the
disposal of records does not exonerate businesses from their
potential liability to {further assessment of tax for the
accounting periods to which the records related.

1.4 It is neither pessible, nor desirable, to offer any general
eagsement on which records need not be preserved for six years., In
our view the best and least burdensome aystem is the current cone
where decisions are made on an individual basis. We shall continue
to accept reascnable proposals for early disposal of records and
will publicise the availability of this dispensation.

3.5 However, while written representations about the extension
from three to six years have been relatively few in number, we are
aware of an understandable concern that the rules should not be
too inflexible for small businesses., In order, therefore, to
examine further our practice in this area we propose to engage an
independent consultant whose terms of reference will be:

"To consider the effect on small businesses of the
reguirement to preserve VAT records for a maximum of six
years; the records that need to be covered by these
requirements; and to make recommendations consistent with
Customs and Ekcise's needs in respect of the revenue contral
of the tax."

we expect that the consultant, when appointed, will wish to
approach trade organisations, representative bodies and a cross
ge@otion of small businesses.




CHAPTER 4: REVIEW OF REGISTRATION ARND DEREGISTHATION REQUIREMENTS

Introduction

4.1 The legal reguirements governing registration and deregistration
for VAT have remained largely unaltered since the start of the tax
in 1%73. Over the years it has become apparent that there are a
number of areas where change is needed. With the introduction of
civil penalties For late registration we decided to see how the
law could be simplified to benefit the business cammunity.

4.2 As part of the review a range of interested trade and
profeasional organisations were consulted earlier this year. The
many constroctive suggestions received form the hasis for the
proposals in this chapter. There are two main elements: an
increase in the time allowed to register for VAT and a number of
minor, but significant, changes mostly intended to make it easier
for small businesses to cancel their VAT registration.

REG ISTRAT ION

Time limit for notification based on past turnover

4.3 We recognise that the reguirement to notify liability to
registration within ten days of the end of the guarter/four
gquarters in which the liability arocse may appear an unreasonably
short pericd in which to comply with the law. It can he especially
difficult for small businesses. The natural delay between the
quarter end; consultation with advisers, and application for
registration inevitably exhausts the ten day time 1limit. This
problem has been bhrought sharply inte focus with the intraduction
of a civil penalty for failing to notify at the praper time.
Following careful consideration of the comments made and our own
revenue control reguirements, we propose that the time limit be
extended from ten days to one month. This accords with the
majority of representations received. Registration wonld be
effected from the day following that month unless an earlier date
is reguested and agreed.

Time limit for notification based on anticipated Future turnover

4.4 The law reguiring notification based on future turnover is
different from that relating to past turnover. It reguires a
person to notify immediately 1 there are reasonable grounds for
believing that the registration threshold will be exceeded in the
coming year. In theory, this requirement allows no time for
consultation before a trader risks incurring a civil penalty for
late notification. In practice, however, a person setting out inm
business will usually have given some thought toe his prospects
before starting to trade. Egually a person already in business
will know if his turnover is climbing or whether he is expecting a
dramatic upturn in trade because of a forthcoming contract or the
like. HNeverthelsss, we share the general feelings expressed by
business and feel that a person applyving for registration because
of Foture turnover should have the zame period of grace allowed to
applications based on past trade. We propose, therefare, that one
month be allowed in which to notify. Registration would be
effected from the day following that month unless an earlier date
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DEREG ISTRAT ION

Deregistration based on past turnover

4.5 A person who is. continuing in biusiness, but who wishes to
deregister becausc of diminished turnover, must satisfv two tests
before deregistration can be allowed. The first takes account of
the turnover achieved in each of the past two years; the second
has regard to the antieipated turnever in the year then beginning.
Although past turnover ean be an indication of the level of trade
that might be expected in the future it is largely a superiluous
test. When econsidering an application teo deregister it is the
lavel of fuoture turnover that matters. With this in mind we
propose that the past turnover test be abolished,

Value of supplies for deregistration purposes

4.6 When a person wishes to deregister hecause he anticipates
that the next year's trading will be below the deregistratiocn
threshold he has to work out his expected turnover on a
VAT-1nclusive basis, If this produces a figure above the
threshold, deregistration is not permitted. Those applying for
deregistration in such circumstances will usually be operating
around the registration/deregistration thresheld levels and the
need to include output tax in the calculation often causes the
threshold to be breached., The result is that many otherwise
non-registrable businesses are reguired to remain registered. This
puts them at a disadvantage compared with unregistered competitors
of a similar size. To resclve this problem we propose that the law
should he amended so that output tax can be excluded from these
calculations.

MISCELLANEOUS

Time limit for notifying cessation of trade

4.7 Currently a person who ceases to trade is reguired te notify
us within ten days. As with the time limic for notifying liability
te be registered, ten days might be thoucht to be too short. We
propose that this reguirement be brought into line with the other
time limit proposals by extending the pericd to one month.

Liability to registration arising after deregistration

4.8 Once a person has been deregistered because of reduced
turnover his liability to further registration is the same as for
any unregistered persén. It is peossibkle for a person to be
deregistersd because the level of anticipated future turnover will
net exceed the deregistration threshold, only to find almost
immediately that he is liable to register again by virtue of past
turnover, either whelly or in part, prior to the date of
deregistration.




4.9 PpProvided The -trader gawve us the correct informaticon when
making his application to deregister, and 1f there has been no
significant change in the pattern of trade since deregistration
was allowed, it seems unreasonable t¢ reguire him, In such
~ircumstances, to re-register. As the law stands we have no
discretion in the matter; we are ocbliged to register the trader.
Ta avoid this harsh and unintended effect we propose that the law
he amended so that turnover prior to deregistration may be ignored
when determining further liability to be registered.

Material changes arising after exemption from regislraltion

4.10 When a person has been granted exemption from registration,
2g because he makes only zero-rated supplies, he is required to
notify us "without delay" of any material change in the nature of
supplies being made,. This allows us properly to consider whether
aor not the persan shonld continue to be exempted a1 |
registration. The lack of a firm timescale creates an uncertain
sitnation and we propose that a specific time limit of one month
be introduced for notifying material changes, so that a trader is
1eft in no doubt as to his obligations.

Compulsory deregistration of traders with turnover below Lhe
registration threshold

4.11 There are currently about 250,000 registersed traders whose
turnover is below the registration threshold. The coest of
controlling these traders exceeds their total revenue yield and
they impose a considerable borden on our resources. Significant
gavings could be made if such businesses were not allowed to
reqgister or remain registered unless they satisfied the tests for
obligatory 1liability to register, based on annual or gquarterly
turnover. The many small businesses which did not satisfy those
tastes wounld; by being excluded from the register, be relieved from
VAT accounting and record-keeping reguirements, although sSome
would suffer other disadvantages from not being registered.

No decizion has yet been made. Moreover any such change would need
to be examined in the context of European Community law and we
would have to discuss it with our Community partners.




CHAPTER S5: HETAIL SCHEMES

Thi=s chapter, which sets out our proposals for change tao the
present retail schemes, will concern those businesses which now
nse a retail scheme and are therefore [amiliar with the workings
of the schemes.

Introduction

5.1 The intention of the retail schemes ig for each scheme o
give a ‘'tax duae' result which eguals or closely approximates to
that given by the nofmal method of VAT accounting. In gensral
terme, the simpler schemes can be  less accurate than the more
complicated schemes and thus there has to he a restriction on
their wuss, normally by applying turnover limits above which the
simpler schemes cannot ba used.

2-2° The wvaricus frurnover and other limits associated with the
schemes have boen regularly reviewed sine [ b i such 7 review
was due 1n 1986, but we decided on this psocasgion to widen it and
include It as ons of the subjects on which we would, as. part of
our 'deregulation' activities, reviesw our policy, especially as
regards small businesses and the practicability of any further
gpecial arrangements for them. Our review has not bean limited to
retail schemess: &3 they affect small business; we -have conzidered
their impact on all rstail businesses with a view to producing a
balance -as between the interezts of the ravenue and businesses.

2.3 To achigve a proper balance we have eaxamined the I[undamental

cancepts of the retail schemes package as whola, and alsc the
requirements of each individuval sScheme. We are seeking To
1dentify those schemes or aspects of scheme accounting which cause
particudlar difficulties [or busines=zes, and aspecially small ones,;
or for our econtrol, or lead to inordinate effects an the revenue,
and where possible propose solutions to these problems which are
fair to all interests,

5.4 The following paper 18 wrikten in two parts. Part 1 looks At
gach scheme, while Part 2 looks at other general aspects which
affect the package a2 a whole, Several specific preposals Are
made in the paper and we would welcome comments regarding thesa as
wall as any other suggestions for improvement of the schemes.

PART 1: THE INDIVIDUAL RETAIL SCHEMES

Retail schemes A, F, H and J

5.5 The working methods of Schemes A, P, . H-and' J are in our viow
wall founded and we have no proposals to change them.

Raetail schema B

5.8 The working methed of thig scheme ie based on the assumption
that all zerc-rated goods purchased in a taw period are sold in
that same period. Thiz iz =eldom likely %o be the ecaze, but any
inaceuracies which this method causes are usually ironed out over
a period of time by consistency in a trader's purchasing patterns.
Hevertheless, if the scheme weare freely available for use by
cepasonal businesses, the true walue of standard-rated supplies
made in a tax period could be considerakly distorted. Te prevent
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thiz, use of the =zcheme has to be reastricted, through the rule
that zeroc-rated goods must not exceed 50% of the total taxable
turnover.

5.7 Because Scheme: B 13 bazgically wvery simple to operata: we
propose, as a f[urther option, or as a replacement, an adaptation
which would make its use more widely available. This adaptatian
would mot have -a 50% rule, but would TrTeguire an annual stock
gdjustment to take into acecount the difference in zero-rated stock
levels at the start and end of each year:

7.8 A further adaptation, which is already available to retailers
with ‘a turnover mnotbt exXceedaing £325,000 15 based on a standard
fixed mark-up (MNotice 727, paragraph 20). The oprésent standard
mark-up of 14% 1s unrealistic and could be unfair to some traders.
We therefore propose that wvaried but [ixed mark-=ups based on types
of goods should be introduced, as follows:

Tvpe of goods Fixed mark-up [%)

Food 20
Children's clokbhing & Eoobtwear 35
BEooks, maps atc 40
Newspapers & magazines 33
Goods not elsewhere gpecified 15

These proposals will provide a more accurate scheme which ean be
made more widely aveilable. Az the scheme will estill be somewhat
inaccurate, & turnover limit is =2fEill necessary, but to assist
medium-sizad businesses who would like o use +the scheme an
increasa -in the turnover limit from €£325,000 to ES500,000 is
proposed .

Retail scheme C

r

5.9 This schema can be used by most retailers supplying goods,
but only where their Gtotal taxable turnover does not . axcoed
£75,.000 a veaar. It it @ Bimple =Scheme,; but 1t can be the most
inaccurate. in practice because diverse businesses are banded
together by their common trade <colagsification and one fixed
mark-up is applied to’ all goods sold. The scheme takes no account
of important factors such as different purchase and sales mixes of
individual buzinpesses, and there -1z inevitably an element  of
arbitrariness in the interpretation of the trade classification
bandings &g similar stores might be regarded by one businessman as
gensral grocers  (fixed mark-=ap-20%), and by another ag a general
gstores |[[ixed mark-up 50%).

5.0 The +turnover limit iy an eszential fTaceor ‘in Iimiting the
possible adverse effects of the =schem#& on the revenue, and we
coneider that the restriction of use to only small businesses must
continua. Howevey, the present limit was: fixed in 1983 and, to
keep it in line with the movament in the Retaill Price Index, we
propose that it be increased from E75,000 to £90,000.

5.11 Because the scheme 18 simple To operpgte “and can bLbe
particularly useful for small retailers, fundamental changes are
not propossad. However, we have re-examined the [ixed mark-ups, 1in
the light of available statistical Iinformation, with the aim of
retaining the present bagsic simplicity of the scheme while getting
the Fixed mark-up3d at more realiskic levelsn, The following
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revised mark-ups are proposed.

VAT trade classification Type of business Fixed mark-uop
in bands

Band 1 B207 Off-licences i T i
B214 Confectioners,
tobacoconists,
neEwsagents

8201 Grooers

8202 Dairymen

B203 Butchers

B204 Fishmongers & poulterers
BA06 Bread & [Elour confectioners

8205 Greengrocers & fruiterers
a2z Radio & electrical goods
BZ25 Cycle & perambulator shops

All classificaticons from B201 to
5239 not otherwise mentioned

B215 Footwear shops

8218 Retail furriers

8233 Florists, nurserymen and
garden shops

B213 General mail order
ouses
BZ31 Leather goads,
Sports goods, toys &
fancy goods shops

Band B223 Jewellers

Band Specified Healthfood & wholefood |
businesses shops* ]

* enly healthfood and wholefood shops have so far been identified.

5.12 A note would be inserted in the pamphlet 'How to work Scheme
C' to advise users that the mark-ups applicable to ‘'specified
businesses' in Band B8 take precedence over any other crade
classification mark-ups in Bands 1 to 7, and must be used if
appropriate to the type of business,

2.13 Purther types of businesses could be added to Band 8 in due

course, especially where the mark-up appropriate to their normal
trade classification band is found to be significantly inaccurate.

Retail scheme D

5.14 This scheme assumeées that the same mark-up applies to both
standard and zero-rated goods. A business whase mark=up on
zero-rated goods is higher on average than that aon its
standard-rated goods will pay more tax than it would by using the
normal methed of VAT accounting (this danger is clearly explained
in the 'How to work' leaflet). cConversely, a bueinesg whozse
standard-rated mark-up is greater, on average, than its zero-rated
mark-up will pay less tax than by using the normal VAT method.
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s 15 If unrestricted wvae of thiz scheme were allowed; these
inaccuracies and the possibilities for selected "hiving—off" of
standard-rated goodes with low mark-ups could Tesult in
unacceptable effects on the revenue, & turnover limit restricting
use of the scheme Eo small and medium-sized businesses 1is an
essential factor in limiting these possible adverse effects.

S5: 16 The present turnover limit of £200,000 was set in 1983 and is
now due to be revized to keep it in line with the Retail Price
Index. However, given the limited range of zero-rated goods and
the mark-up normally applied to those gocds; we now feel that in
practice the possibilities for manipulation of the scheme exist
only for the larger businesses. To make the scheme more widely
avallable, we therefore propose that the limit should be raised to
ES00,000.

Retail scheme F

5.17 We have no proposals for changing this scheme in its usual
form, but paragraph 20 (¢) of the retail schemes Motice 7T27
contains a description of “Adaptation 2. This adaptation is wvery
close to Scheme E but allows takings for either standard or
zero-rated sales to be establishad, and requires account to ke
taken of opening and closing stocks esach guarter. The proposed
améndment to Scheme B (see paragraph 5.7 abovel, would make the
Facility in Adaptation 2 to calculate the expected selling prices
of =zero-rated goods unnecessary. We therefore propose that
Adaptation 2 should be modified to provide for the calculation of
expected sSelling prices of standard-rated goods only, and that
there should ke no restriction on its use. This would provide a
useful and wvery accurate alternative to Scheme E for those
prepared to take stock gquarterly.

Retail scheme G

5:18 The scheme is wvery similar to Scheme D, . in that it assumes
that the same mark-up applies to bhoth standard and Feco-rated
goods . B business whose mark-up on zero—-rated goods is higher on
average than on its standard-rated goods will pay more tax than it
would by using the normal method of WAT accounting (this danger
again being clearly ipndicated in the scheme '"How to work!
pamphlet]. Conversely, a business whose standard-rated mark-up is
greater on average than its zero-rated mark-up will pay less tax
than by using the normal VAT method. These inherent mark-up
inagcuracies and the possibility of sslected ‘hiving-off' of
standard-rated goods with low mark-ups, can result in unacceptable
lesses to the revenue, especially as the scheme may be used by
very large businesses, The scheme incorporates a 18th (123 %)
pplift in order to limit these adverse effects. We will review
the level of this uplift.

5.19 Any upward movement in the mazimom turpover limit applying to
Scheme D would allow Scheme G users, whose tarnover is within the
new limit, to changs to the simpler, and possibly more beneficial,
Scheme D. If a large proportion of Scheme G tuzsers change to Scheme
D it may be possible to cancel Scheme G. In the meantime we
propose that the Scheme G minimum turpnover limit be abolished.




%aj:ail scheme J - Adaptations

520 We have no proposals for changing Scheme J in its usual form,
but there are currently two minor adaptations of this scheme which
are explained in paragraph 19 of the main retail scheme Notice
127. Both of these adaptations are designed to help businesses
which sell zero-rated goods with a short shelf-1life, and which
would ctherwise pay too mach tax until the normal scheme's annual
adjustment corrected the situation. The first adaptation allows a
three-monthly stock evaluation instead of the annual adjustment.
The second adaptation allows the omission of opening stock until
the annmual adjastment. Both of the adaptations are simple to
operate and we do not propose any c¢hanges te their working
methods; but we do propose that the working explanations be moved
from the main retail escheme noti¢e t©o incorporate them instead
into the Scheme J 'How to work' pamphlet, as an aid to better
understanding of them.

PART 2Z: GENMERAL ASPECTS OF THE RETAIL SCHEMES

Methods of reckoning gross takings

5.21 There are two methods of establishing the sum of gross
takings in any periocd: the 'standard' methed, based on total
payments received i1n the period, including pavments received from
finance houses providing credit facilities for the business; and
the 'opticnal' method, based on the total value of all supplies
made 1in the period. The dintention is that either mathod shoald
provide similar results of the wvalue of supplies, and thus tax
due, 1in any tax period. The standard method reguires the
tnclusion of cash paid in respect of instalments for credit
supplies made in previous periods as well as cash paid in respect
of supplies made in the current peried. With businesses making
gelf-financed credit supplies, the cash based standard method
glves bad debt relief automatically in respect of self-financed
credit supplies. Also, newly registered traders using the standard
metnod have their supplies undervalued for a period egual te the
length of their normal credit period. Otherwise the methods give
more or less the same results.

.42 While bad debts are avtomatically relieved under the standard

method, the extent of this benefit is commonly overstated. ha
ash sales, including payments by chegue and credit card, are
reated ildentically under the standard and optional methods, the
nly benefit From bad debt relief is in respect of self-financed
redit supplies, a system which is nermally used only by the
larger retailers.

3.23 The advantage aceruing to a newly registered business
involved in self-financed credit and using the standard method is
often described as no more than a legitimate cashflow advantage,
but we believe that such a specifie advantage, limited to this
particular set of businesses, is unwarranted. A cashflow
advantage, however temporary, is an unintenticnal rather than a
conscipas effect of the retail schemes and ean result in unfair
competition between similar businesses. Mereover, there have been
Instances where changes from the optional method to the standard
method, involving the transfer of businesz between different but
related legal entities, has been used as a tax manipulation ploy
toe gain inordinate and unwarranted cashflow advantage.




5.24 To remove the ineguities, to simplify the overall package and
alsn to stop the system being used for unjustified tax avoidance
purpnsss, we propose that the standard method of reckoning gross
takings should be withdrawn. Current usars of the standard method
would be given a period of grace to make any adijustments
necessary to their accounting systems. We would emphasise that
this would not affect the wholly cash-dealing business; it would
affect only those businesses providing sslf-financed credit
facilities. The change wilill therefore have little or no impact on
small and meadivm-sized retail businesses.

Eligibility to use retail schemes

5.25 The eligibility rules for using the schemss, given in the
retall schemes Motice 727, are intended to restrict the use pf the
achemes to "anyone (not just a shopkeseper) who deals mainly with
the pahlic and who cannot, by the nature of hia businass, issue a
tax invoice for each sale¥. Since only two of the schemes, when
properly operated, alwayva provide the same results az the normal
method of calculating VAT, we consider it essential that <the
gchemes should be availiable only to those who actwally need to nse
them, and then only in respect of retail supplies.

.26 S5ome businessss like sclicitors, accountants, estate agents
ote, who can and do issue tax invoices, have besn allowed £o use
retail schemes 1n the past. We propose that the retail scheme
facility bhe withdrawn from such businesses, current usars being
allowad a pericd of grace o make any necessary adjustments to
their qaccowmbing systems. The cash accounting facility proposed
alaewhere in this document wauld cushien the effect on small
buzinesses so that their position in respect of output tax would
remaln unaffected,

5.27 Some businesses make mixed retail/wholesale suppli=ss, and
where turnover is derived mainly from retail sales we have allowsd
a retall schemae to ba used for all sales. In respact of its
wholesale supplies, such a mixed business has a large cashflow
adwvantage over its competitors because, although 1t must issue a
tax invoice for wholesale supplies made +to other registered
traders, it will not account for outpot tax until receipt of
paymeant . Dther wholesalers must account for output tax on i1ssue
of i1nvolces.

5. 28 To remave thie inequity of treatment we propose that retail
schemes should in future be used only for retail supplies and that
their use for non-retail supplies should be withdrawn. Again, we
would allow a pericd of grace f[or current users to make any
adinatments necassary to their acecounting systems. We would
repeat that, given the introduction of a cash accounting facility,
any detrimental effects of this proposal would be minimised for
small traders.

Mixtures of retail schemes

R.2%9 The main retaill =cheme HNotice 727, Section 3, describes
parmitted mixtures of 'schemegs which are Avalilasble for ose. Thay

X -




may be used provided thart:

al d business is prevented from using a scheme only because it
supplies services, or makes andfor grows its own goods: or

i a business 1is split into separate departments or shops.

There are separate ruales according to whether different schemes
are to be used for separate parts of a business as opposed to the
gsame scheme being used separately in each part of the business.

5.30 The iIntrodnction te Section 3 of the retail scheme notice
says that a business may bhe able to use more than one scheme or
account for tax on zome of its supplies in the normal VAT way.
The introduction then goes on to say, "one or other of these
options might help if ........" and states conditions (a) and (k)
as abava. This basic eligibility statement is somewhat
misleading. The intention is that, because scheme mixture can be
used to manipulate tax liability, a mixture of schemes may only be
used if either of the conditions at (a) and (b) above exist. We
propose to amend this statement of eligibility to make this clear.

5.31 The meaning of 'separate part' of a business is not defined
and in order to help dispel ambiguity we propose that condition
(b) above be amended to read, "“your businegs is split into
separate parts, (A part is to be taken as a separate department or
a separate shop)”. 'his amendment would clarify the degree of
soparateness that is required.

5.32 Because the scheme mixture provisions have been used to
manipulate tax liability we propose amending Regulation 3 of the
VAT (Suppliea by Retailers) Reqgulations 1972 (SI 1148/1972) in
order to give us clear powers to refuse the use of retail scheames
where such use does not give a proper reflection of a retailer's
tax liability. Such a refusal would, of coursze, be aopen to appeal
to the independent VAT Tribunal under Section 40 of the VAT Act
1983.

Conclusions

3.33 The large majority of the 15 changes which we proposa to tha
various retail schemes would be of benefit to retailers. Higher
scheme turnover limits and new wvariatiens will increase choice.
Some schemes would in future be more accurate in their operation
and in others the rules would be easier to understand. Three
proposals are aimed at stopping the schemes being used for
unwarranted tax gain or Avoidance, but these changes would have no
effect on the tax liability of the wvast majority of scheme users.
The overall balance of the package would be beneficial to small
and medium-sized retail businesges.
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ABOLTTTON OF VAT ON CREDIT TRANSACTIONS BETWEEN RECISTERED TRADERS

g Tt has szometimes besn argued that the administrative burden
of VAT would be eased if tax were abolished on credit transactiens
betwsen registored traders. In effact, all the tax would be
callected at the point of sale o the final consumer.

2 A wversion of this proposal was studied in 1978 by a working
party consisting of the Consultative Committee of Accounting
Bodies, the CBI, the Retail Consor tiam, the Federaticon of
Wholesale and Industrial Distributors and Customs and PExcise. The
working party concluded (the CCAR dissenting) that the balance of
advantage lay with retaining the present system.

3. A number of wvery significant difficulties remain with the
proposal. We believe that it would ke incompatible with Community
law and there would be major problems in ensuring the
revenue-neutrality and in controlling such a scheme. Moreover, we
remain unconvinced that there is subhstantial support for the idea
within the business community as a whele or that there would ke
any suobstantial adminiastrative saving to small businesses in its
adaption.

q. From the point of wview of the =mall busine=ss:

- all businesses would have to be registered and this
authorisation renewed probably on an annual basis-

records would still be required of their supplies;

tax would be walled For on all sales +o non-registerad
customers and on appropriation of stocks to their cwn usea;

they would have to ensurs the credentials of all their
customers who claimed to be registered and bear responsibility
for any improper tax-free sales;

gimilarly, that sales were for the business uss of registerad
Suskomers:

responsibility would rest for the whole of the tax yield with
the retailer, from whom more frequent VAT returns might have
to become mandatory;

retail schemes would have to be reviewed since most of the
special schemes for retailers would be incompatible with the
operation of a tax-free ring.

B Complex measures would be necessary for all businessss to
ensure that the present £2,300 million revenue vyield Efrom
"sticking® input tax on cars, business antertainment and partial
axemption was maintained,




6. We alsa cannot foresee any savings in our administrative
oosts- To suggest that the staffi currently emploved on con-=
trolling the tax could be redeploved elsewhere, ecither because no
tax would change hands in many transactions or because thers would
be no input tax frauds is, in our judgement, an oversimplification.
Our experience in adminisatering purchase tax {which was restricted
to 75,000 wholesalers) showed there are considerable opportunities
for evading the tax, particularly when there iz not the incentive
to declare purchases s0 that input tax may be reclaimed.
Farthermore, a register of the majority of the 1.5 million
businesses would have to be maintained and returns collected and
processed from them; and we would have to be =atisfiad that
supplies being made tax-free were to bona-fide business
registrations.

[ T'o =sum up, supertigially attractive though the propesition
may be, we do not bkelieve that there are =ufficient benefits to
jastify such a major upheaval to the present system.




10 DOWNING STREET
LONDON SWIA TA A
Fromi the Private Secrelary N EHP:EJTII::-E r 1986

I am writing on behalf of the Prime
Minister to acknowledge your letter dated
July 1986 which was received in this office
on 4 September. I shall show vour letter
and the first Annual Report of the Small
Firms Service to Mrs. Thatcher when she returns
from Scotland.

(P. L. BEARPAEBK]

David Trippiar, Esg., RD, JP, MP.
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I should be grateful for the views of the

appropriate member of the Policy Unit.

>

ANDY EEARFPARE
5 September 1986




ME. WAHREY

INTERNATIONAL SMALL BIUSINESS COMGRESS

Tha Prime Minister has said she would like to conasider at the

next diary meeting on 1 September the idea of persuading the

Small Firms Merit Awards at this Conference. The diary over
the period is tricky, but does not rule out her attending for
a4 short whila,

I am letting you know this simply for information. You said
you did not in any case need to go back to those who were
lobbying you on the matter. If they tackled you again, I
think it would be unwise to make any optimistic noises at this

stage.

Mark Rddisen

B August 1986
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DAVILD TRIPFIER RD JP MPF

Rt Hon Margaret Thatcher
House of Commons
LV DR SWla OAR July 1986

 Gasd Pres Mo,

I enclose a copy of tha first Annual Report of the Small Firms
Service. We propose that this should now be issued each year
bacause I believe that tha Service offers a highly sophisticated
and professzional service to the small firms sector, of which we
can be justly proud and which we should publicise as much as
possible.

A2 vou know, the Small Firms Service provides ilnformation on a
wide range of subjects to those satting up and running small
businessas. Through experienced businesssmen and women on contract
to the Department it also provides a counsslling service to give
practical advice and guidance. T am particularly pleased that
whan you and Ministers regeive letters from small businesses, we
are able to react positively by arranging for the Service and its
counsellors to offer assistance.

As you will see, the demands upon the Service for both enguiries
and counselling have shown a marked increase in recent years. 1
hope you will agree that by continuing to offer and promote a
service of this kind we are giving practical demonstration to the
Government 's policy of encouraging small firms to set up and
flourish. Feor this reason I have arranged for the repert to be
distributed widely to those connected with small firms.







CONFIDENTIAL

ME NORGROVE 9 May 1986

ACCOUNTING AND AUDIT REQUIREMENTE FOR SMALL COMPANIES

Thaera are threa minor but important deregulation issues:
the Revenue (wrongly) object to them all, while the DTI are
against eliminating statutory audit.

Reducing detailed accounting reguirements for firme with a
turnover less than £2m. This i= a thoroughly sensible
measura and the Revenue have had great difficulty in
particularising exactly what information they would lose.
The Revenue already ask firms for more information than is
required by the Companies Acts, accountants produce this
automatically. There is no reason why the changes in
accounting regquirements should disturb this arrangement.

To study how disincorporation of small companies can be
facilitated. This would be a useful measure although there
may be major difficulties in achieving it,; but it is surely

wrong for the Revenue to pre-judge the issue.

Statutory Audit

Most amall companies keep totally inadeguate records and
then hire an accountant to 'construct' the accounts relying
heavily on assurances and explanations from the directars,
It is the same accountant who also 'audits' his own figures.
Such an exercise is not only misleading but also (according
to DTI) costs betwean E200 and £400. It is unlikely to
raduce fraud - indeed it wmay increase it because the
accountant can act as a convenient buffar between the

directors Eib and its publiec dissemination. The besk

argument against abolition is that it would give the wrong

gignal to our commitment to eliminate fraud in large
companies. But this need not be so:

a. the exemption will only apply to companies with

turnover less than £0.25m where the shareholders

-
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are also the directors of the company (typically
husband and wife companies);

a gunalified accountant will still be required;

the directors would sign a statement as per the
annex to the E{A}) paper to forcefully bring home to
them their own legal liability for honest and
proper accounting (which should bBe more effective
than statutory aundit);

the situation is not comparable with large
companias because they use an axternal independent
auditor whereas small company directors hire an
accountant,; who i1s then reguired to assume an
auditor's role. This sort of dual capacity was
done away with for salicitors long ago.

The Revenue claim they would nead an extra 400 tax
inspectors because the PAC would reguire the number of
conpany accounts lnvestigated increased from 1% to the 3%
that is currently applied to unincorporated businesses.

This is totally unnecessary, but if the Revenue were bto give
in b0 PAC pressure then sarely the right answer would be [or
them to investigate 2% of sach. And in any avenkt E{A)
discussions ovar the last vear have given a partial green
light to Departments increasing their head coont where thay
can show thare is a Revenue saving to be made.

Abolition of statutory audit for small companies is strongly
recommended by the Institute of Chartered Accountants who
really ought to know. We believe it is important if the

daragulation initiative 13 to be sustained,and the published

recommendations of the DTI's own Rayvner scrutiny are ko be
honoured ,that the andit should be abolished.

PETER WARRY
CONFIDENTIAL
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STEEET
LONDOMN SWIH OET
Telephons (Threct $alling) 01315 54272

I 215
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1 May 1986
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David Morgrove Esg |

Private Secretary to the
Prima Ministar

10 Downing Streat

LONON

SWl

Ilffjtsf thkﬁLA,;ﬁlf

The EA mesting on 13 May will consider a paper by my Secroetary of
State on accounting and audit requirements for small companies.

I attach a copy of a report prepared by officials here on the
outgome of the consaltation axercise carried out by the Department
last year which those responsible for briefing the Prime Minister
might find helpful as background.

[f those briefing Ministers for the meeting would like any further
background, the contacts here are Ann Wilks (215 6088) and
Gtephen Spivey (215 6542).

Copies of this letter and the report go to Private Secretaries to
membars of E(A) and Sir Robert Armstrong,

lﬂddﬂwv? AR
jﬂbfuﬁhﬂ_td'

MICHAEL GILBERTSOHN
Private Secretary

RESTRICTED




ACCOUNT ING AMD aUDIT REGUIREWMENTS FOR SMALL CIMFANIES

REPORT BY DTI OFFICIALS

1,
1.1

INTRODUCT 10N

The 'Burdens on Business' report published in March
proposed that, subject to consultation and further
cansideration by Ministere, the Government should:

ia) &l iminate the present statutory sudit of accounts for
'sharehol der-managed’' small compenies (le compenies where
all the shareholders are directors); and

{b) reduce and simplify the content of accounts currently
required from samall companies in general.

The Department of Trade and Industry subseguently issued a
consultative document on 4 Jume inviting comments on both
points= {inciudinq the option of sbolishing the audit For
all small companies) and related proposals for increasing
the thresholds wuaed to defime small!l and medium sized
companies for Companies Act purposss. Comments were
requested by 30 September.

The consultbtative document was sent initially toa aver 40
representative organisations and made avallable free of
charge to others on request. In all,; over 4000 copies were
issued, mostly to individual small companies and firms of
accountants. By 30 September, 18% responses had been
received, A further 1% were submitted after the deadline
and have been taken into sccount im prepering this repaort.
Cyvearall, views on the audil reguirement were more or less
eyanly divided though mosat af thoss wha favaured dispensing
with It either wished Lo do 6o oRliy in relation to
shareholder-managed companies or couple abaolition with the
introduction of new rules goverring the preparation of
aceounts, 0On accounting requirements, there was a elear

me jerity for simplifiecation, though 8 significant minority
thought present requirsments should De maintained and, in
gome cajes. Strengthensd.

Sectipn 2 of this paper summarises Lhe views expressad in
the various responses to the consultative document.
Section 3 gnalyses the arguments against which policy
decisions need to be assessed, Section 4 discuases two
additional issues - whether currently available forma of
incorporation are best suited to the needs of amall
companies and the rules relating to the filing of accounts
at the Compenies Registration Offices (CRO) - which were
ralsed by consultees and which are relevant to the ovarall
package. Sectlon 5 sets out our conclusions.

For convenience, sections 2 and 3 consider mudit and
account ing requirements separately, Howsver, there is B
trade-off between the two and the related issue of
thresholds. Accounting rules obviously affect the scope
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and cost of audit. And decisions on thresholds will
determine the number of compenies which benefit from any
changes in present reguirements,

Whilst we have taken account of all the responses, we have
paid particular attention ko the comments received from
ama || companies themselwves and from arganisations
representing their own interests. A aeparate summary of
these comments is at Annex A, AO0% of thisa group favoured
abolishing the audit requirement at |east far
shareholder-managed companies but in general terms there
was no skgnlficent difference between their views and those
aof respondents as a whole. Where views are dlvided, the
divigion of opinion runs across the various interest
gfoups, nat between them.

SLMMARY CF RESPOMNSES

AUDIT

A |

The purpose of the statutory audit regquiremant iz ta chack
that the accounts hawve been properly prepared and give &
true and fair view of the company's pasition. In tha
course of the audit, the auditor will generally alsg
congider the adequacy of the company's financial cantrols
and bring any material defects discovered to the attention
of the directors. The audit thus assists the management of
the company as well as protecting the interests of
shareholdere, employees and enyone considering investing In
or doing business with it by giving them some sssurance
gbout the quality of the accountas. Inm addition, small
company auditors normally provide s wide range of non-audit
sarvices. In particular, it is rommen practice for the
accountant concerned not anly ta write up the baooks and
prepare the basic accounts but to deal with regulatory
returns and VAT, PAYE and other tax matters, as well as
providing basie financiel advice. Situatlions where the
annual audit represents the sum totsl of an suditor's
involvement with 8 smgl] company are vecy much the
gxception rether than the rule.

Against thie background, the consultation document invited
COTMent s ant

la) the guality of small compsny suditsg
{(b) their value to managemant;

{c) their value to shareholders:

{d} their value to third partimss - banks snd othar
suppliers pf capitel, traede creditors, potential customers
and Government departments, particularly the Revenus: and

te} the cost of the audit in relation to the benefits It
provides,




The Quality of the Small Company Audit

2.3

Small companies by and large do not have =laborate internal
accounting systems. [n prectice, this means that the
auditor necessarlly has to take much of the information he
is given onm trust which, in turn, often results in use of
the so-called 'Example &' Budit Report. This makes it
clear that the auditor hes relied on assurances from the
directors about the accuracy and completeness of the
company's records mnd that the suditor's opinlon s ta the
truth and falrness of the Bccounts snould be seen in that
light. There is no reliable information on the extent tao
which Example 6 reports sre used but the biggest recent
survey of company accounts suggests thet as many gs 25% of
emall company Budit reports may be Qqualified in that way.
Some of the responses to the consultative document suggest
the proportion may be even greater. Over 50% of the
auditors who participated in ressarch by the Scottish
Institute into small company audits indicated that Lhey
used jt "either almost always or ususlly'., And some firms
of sccountants claimed ite use was 'pommon and almoat
standard".

The wleaws expreesed by consultees reflected the division of
gpinian within the accountancy profession on this isaue.
Some considered that small company accounts, and
particular|y Ehose of companimes with turnovers of less than
250,000, were 80 frequently qualified in material matters
that the audlt report 'serves no useful purpose other than
to indicate that {(such) accounts are unauditsble’'. In much
the same wvein, the Scottiah lnstitut= pconsidered that "gs=
matters stand, we are continually stubbing our toes in an
attempt to perform audits' gnd that [t zhauld be admitted
that in many amall companies the evidence available to
auditors is such that they can do no more than say that ae
far as they can see the accounts are not misleading. On
the asther hand, the proponents of audit rejected any
suggeslion of wunauditability and pointed out Ehat the
auditor®s task is to form and express a ressanable opinian
o the esccowunts, not to certlfy thelir aceuracy., The
non-gxistence of relisble internal contraols may sdd to the
work involved in forming such an gpinion but even where an
auditor 18 forced to seek assurances from mansgement he can
BEssess ita value by analytical review of the company's
accounting records and against his own knowledge of the
buslness; inspection af documentation is osnly one method of
obtaining audit evidence. Some accountants also thought
that the extent to which Example & reports are used
reflects the inadequacies of auditors rather than the audit
itself.

Whilst arguing for retention of the audit requirement, B
number of accpuntants thought that smal| company audits
could be made more cost-affective, for exemple, by reducing
their scope or relating them more directly to mamagemsnt®s
neads and concerns, They 8lso believed that the profession
ghould tighten up the guidelines ogn the use of Exemple &
repofts with a view to ensurling that they are used much




less frequently and only where justified.

Value ta Mansgement

2.6 Thoae In favour of abollehing the audit reguirement
i'pro-gbaolitionistsl) argued that audited aecaunts are
largely irrelevant to the management of the business In
that they deal with past rather than current avents.
Management decisions require timely information presented
in @ way which meels the working requirements of those
concerned whereas audited figures may be recelvad months
after the year-end and are prepsred in a rigid format
pregcribed by statute. On that basis, most of the small
companies which commented cleimed that for management
purposes their sudited accounts were '|ust so much wasie
paper'. 5ome accountanta elso zaid in so many words that
they gave thelir clients short and simple sets of accounts
showing them exactly how the business was performing as
wel|l as audited accounts produced to Companies Act
specificetions which sarved no purpose other than
gatiafylng statutary requirements, Those claims da pot
altogether square, however, with the resulte of the various
8Urveys commiesioned by accountancy firme during the
consultation period end of sarller acedemic ressarech. &
study done for Ernst & Whinney, for example, faund that TO0%
of small companies surveyed saw the sudit as an impartant
element in the management of the company, thus broadly
confirming the putcome of & 1984 survey by Page aof
Southamptaon University which found that H&% of small
businessmen sampled believed audits help to improve the
efficiency of the business. Agesinst that, similar research
by Professor Carsberg for the English Inatitute suggests
that more than 90% of smel] companies base deciszions on
their own management accounts rather than on the annual
accounts.

Motwithstanding these points, those ageinst changing the
status quo ('anti-abolitionists') contended that the audit
- and the managemsnt |etter which % a8 by-product af it -
produces information directly relevant Lo management
decisions. Their cese focused primarily, however, on the
value of the audit in terms of ensuring that small
companies have proper finmancial management syslems and
controfls and in getting small businassmen to focus on such
matters. Their central theme was that the sudit provides a
framework and imposes a sense of discipline withaut which
standards of financial management amongst smal| companies
would be even lower than they are at present. A [arge
numbar of respaondents rangling from the English lnstitute to
individual small firms and small| business clubes considared
that if the audit reguirement were ahalished companies
would pay leas attention to financial controls and that
$tanderds of accounting would inevitably suffer a8 a
resgult.

2.8 A number of respondents arqgued for retention aof the audit
requirement on the grounds that it provides the only
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certain means of ensuring that companies obtain
professional eccountancy edvice at least ance & year. Some
want further and suggested that without audits some
directors of small companies would be incapable of meating
Eheir statutory obligations. Cﬂnvtfﬂ:]r. a number of
accountancy firms argued that abolition would give them the
opportunity to offer alternative and additional services to
clients and generally make a more positive contributian ta
the running of the business. Touche Ross spoks far thias
group In presenting the audit as a barrier to its providing
'a much more constructive service which could be af
substantial benefit to (small} companies and, indirectly,
to the community as & whale'., The majority of respondents,
hawever, thought it unlikely that small companies would use
savings on audit to buy in financia! advice. Responses
from small companies themselves tended to confirm thatl
view.

Value to Shareholders

2.'3

The proposal put forward in the Burdens on Business report
was based on the proposition that where sll the
shareholders of a company are directars the audi: serves ro
useful purpose so far ss they are concerned since they hauve
direct access to information about the company's financial
position. Responses from individusl small businessmen
largely echoed this view, Others pointed out, howewer,
that femily businesses are normally run by one or two aof
the directors and that even where al| the directors are
actively involved there can be no guaerantee that all will
have equal sccess to Tinancial information or be able to
evaluate It. The Association of Independent Businesses,
for example, believed that audited accounts were a useful
re-@giurance for the warking directar nat |Iavolved in
financie! management and generally desirable from the point
of view of those not playlng en active part In ronning the
COmpany . In the event of abolition, it and athers also
considered that practical problems might arlee in relatian
to family owned shares held by nominees; the sale of shares
to independent third parties; resignations a8 a result of
family disputes; and retirements, deaths and divorces.

For those ressons, even pro-abolitionists considered that
shareholders' rights tpo audited accounts should be
preserved. Various proposals were put forwerd for
achieving this but most consultees favoured making

any decision o diepense with audit conditional on Ethe
annual agreement aof all shareholders. It was suggested,
however, that even this might be Insufficient protectiaon
since individuals might be pressured into agreement against
their better |udgment.

Many of those who supported sbolition far shareholder
managed compenies were pge (nst extending it to smell
companies generally. By and large, this weEs because They
orew & diastinction between the position of shareholder -

dirsetors and that of shareholders not directly involved in




the managemeant of Lhe business. On the other hand, it was
@rgued that there is no fundamental difference beiween the
two cases and that all shereholders in small companies
should be given the cpportunity to decide for themselwves
whether they wiahed to have an audit., Both sides were
agreed, however, on the need to safeguard the interests af
any minority opposed to dispensing with the audit. As with
sharehol der-managed companies, the general view was that
Ehiz meant mgking any such decision conditional on the
unanimgus agreement of all shareholders on an anpual basis.
Others thought that it should be subject to approval by
majority vote; suggested majorities ranged from 65%, {(the
Institute of Cost and Management Accountants) toa 90% and
95*!

Valum to Third Parties

2.12 Those opposed to abolition rested their case as much on the
value of the audit to third parties dealing with a company
a3 on ite value to its managers end shareholdera. In
partlcular, they streased the importance of audited
gccounts ta credibtaors and government sgencies, especially
the [nland Revenue. Other interests identified were thogze
of potential investors amd customers. These points are
digeuased further in paree Z2.1l8 - 2.2]1 below.

Underlying those paints was the basic agrumant that the
audit requirement s the price of limited liability status
and that abaolition would fTurther open the way to abuse of
that stetus. The pro-abolltlonlist tacitly sccepted this
whilst arguing thet there was no point in reguiring that
price to be pald by way of peformance of an otherwise
unnecesaary activity: Their view was that compenies could
best discharge their responsibilities to society as a whole
by maintaining proper accounting recards and preparing
gnnual eccounts giving a true and fair wview; and that
company law should focus on those activities rather than an
audf. Both the Inatitutes of Chartered &ceountants §n

{ ICAEW) England and Wales and Scotland {ICAS) and numerous
other organisations made specific proposals toa Emat and.
Some went further and sugogested that there should also be &
direct price for limited liability in the zhapes af a
minimum share cepital requirement of £5,000-£10,000 for &l
private companies.

The pro-abolitionists doubted whether banks and other
providers of loan finance need sudited accowunta since they
usually have accesas to up to date information sbout B
company's cash position and, where necessary, can - and do
- take security in the form of charges or persaonal
guarantees. They aleo noted that the leck of audited
sccounts does not seem an obstacle to loans to partnerships
and untncorporgted bodies. The British Bgnkerz Asfssociation
and ather banking respondents, howavar, were opposed to
sbolition, They acknowledged that audited accounts have
wesknesses but they regarded them nonetheslessz sz an

important source of informaetion for the lending banker IR




that they provide a point of refarence against which
informat [on supplied by prospective borrowers pcan be
checked and give 8 historical perspective which is uvaeful
in satablisning a firfm'a track record. Im the absence of a
statutory audit requiremant and reliable up-to-date
account ing records, they considered that banks might wall
require their own independent audits; and that given the
costs involved and the consequent delasy In finalising the
loens, the net result might well be that companies found
themselves worse rather than better off. The 3}i Group and
other wenture cepitelists topk the zame | ine,

On the same basiz, some anti-abolitionmists argued that
without sudited accounts companies would find it extreme|y
difficult to raize new eguity capital. Potentiasl investors
wou ld be deterred by the agdditienal costs invelved in
researching their fimancial position and those wishing to
ga publie would face enormous costs in bringing their
ECCcounting records inte Linsg with listing regquirements.
Dther respondents, howewver, considered thet small companies
were perfectly capable of arranging thelir affairs In such a
way af% to avoid such problems. Im any case, the number of
companies potentiglly affected By them must be extremsly
gmal |l .

Trade creditore were aven marg strongly opposed to
abolltion than the Banks. For gll the inadequacies of
audited agecounts, the Institute of Credit Management, the

= inance Houses Agsocistion, and individual ersdit
marnagement agencies all regard them a8 an essential tool af
Eheir Erade in that taking ons year with amother they
reveal trends and provlde & reference point for more
gophisticated analytical technigues. The fact that the
sccounts are verified as conforming to common and
recognised standards i3 considered especially importanmt in
that it provides & basis for comparing one company with
another. They uniformly said thet abolishing the aduit
requirement would make it more difficult and expensive for
small companies to obtain credit and thereby penalise the
very peagple it was intended ta help. Comments from
individual firms and trede segsociations reiterated that
view. Generally, their pogsition seamed to be that relativae
ta tha banks and other secured creditors, trade craditors
are already im a very exposed positlion end that they would
have aven lese protectiaon 1f Ehe accounts were not

audited,

Some smal| companies were egually worried about the
pogsible effects of sbolition on their ability to compete
for business, Local authorities,; for example; place 8 good
dea] of reliance on audited accounts in placing cantracts
and considering requirements for performance bonding. Some
large firma, eg British Telecom, operate on a similar basis
whilst financial viasbility is also a factor in government
procurement decisions, particularly in relation tao large
contracts er contracts large in relation to the size of the
company concerned. The Ministry of Defence, for example,

were opposed to abolition since they believe it would




increase the time and cost involved In judging the
viability of smaell companies applying for inclusion in the
Defence Contractors list. Other firms pointed put that it
is8 common practice in some trades for buvers to be ssked to
make a payment befare goods are received. In such cases,
information about the viability of the supplier is just as
impartant as infarmation about any other trade debtor.

Views differed sbout the implications of abolitian for Ehe
Inland Revenue and other Gavernment departments which make
use of sudited accounts for tax and other financial
purposes. Many (irms believed that, whatever the outcome
of the consultation, the Revenue and HY Customs and Exclise
would continue to insist on their producing audited
accounta, ar at |lsast require them to employ an independent
accountant qualified to audit to prepare their accounts.
They zaw [ittle point in sbolition on that basis. The

ant i-abolitionietes claimed that there wes no prospect af
the Revenue accepting unaudited accownts and that abolitian
would lead inexorably to loss of tax revenue; and to the
Revenue taking specific powers to carry out its awn
detailed investigations which would impose s greatar burden
gn business than present audit regquirements. Some
respondents considered that sbolition would alan make [ife
maore difficult for firms seeking seiective financial
assistance {5FA), whether from central or loecal

government.

Revenue officials made it clear to us that they regard full

and reliable accounts as essential for their purposes.

They also believe that the involvement of the suditor means
that audited accounts are Inherentl|ly more reliable than
unaudited accounte. In policy terms this is reflected in
the fact that whareas they aim to investigate annually 3%
of the accounts submitted by unincorporated businesses,
they aim to investigate only 1% of audited accounts (thaugh
the results af such investigations suggest that there (8
not much differance in the pxtent to which both types aof
eccounts understate tax [labllity)l. They would therefare
prefer Lo see the sudit recained for its own sake and, more
particularly, because they believe sbolitionm would reduce
the general reliablity of accounts or gt least be
interpreted as a aignal that reliebility is less impartant
than cost. The implicatien |4 that abolition could lesd to
tax losses and an incressed level of company Investigations
\wilth conseguent knock-on effects on staffing levelsl but
no attempt has been made to quantify these at this stage.

VAT returns are not audited but Customs and Excise consider
audlted accounts ‘an ezsentisl taol' in werificetion of
returnes In that they help to put 8 company's trading
pogition inte perspective. If the pudit were abolished,
they too Delieve that officers would often pesd to spend
more time in checking basic commerciel recarday that the
number and duration af control wigsits would comsequently
have Lo be increased; and that steff resources, already
under atraln, would be stretched even further. Since
control visits would be no substitute for audits, they also




bal ipve thal revenug could be put at risk.

Those responsible for 5FA in this Department considered
thet the sbolitien of bthe audit could make the appraisal
process mare difficult and would regquire an increass in the
input from professional accountants. However, the
proportion of amell firms likely to seek grants of &8 size
which require 8 datailed assessment of &8 company's on=going
wiability i3 wery small] and where firms have full and
accurate accounting fecords it should be possible to make
guch assessments without Imposing any edditional burden on
companies. Im principle, other Departments and local
Buthorities should be sble to operate on the same basis.

Cost of Audit

2.22 Mast aof the reésponsssd received from small companies
complained aboult the high leval of audit fees. IE was
clear, however, that theses complaints related nat to Ehe
coet af the aud|it as such bBut te the cost of accountancy
gservices as a whole, [n practice, the svidence suggests
that pure Budit costs typically represent na mare than
10-20% of the total accountancy billl and where the audltar
glsg prepares the accounts may wel|| be even [es3. The
position varies from company Lo company since the case with
which the audit can be performed obviously depends on the
qual ity of the company's accounting records and information
systems and the extent Lo which management co-operates with
the auditor. The corollary of this is that a high
proporticn of the asccountancy bill represzents the coszt of
preparing the bBasic accounts or, where Lhey &afe prepared
in-house, reformulating Ehem in accardance with Companige
Aot requirements, In tarmes of reducing the cost burden,
many respondents suggested therefore that it would be more
gppropriate to think in terms of reducing accounting
requirements rathear than abolishing Ehe audit,

Accounting Reguirements

2.23 The provisions of the Companies Act drawing a distingction
between accounts preparsd and accounts filed by small
companies were introduced as a compromise megsure following
a consultation exercise prior to implementation af the
Fourth EC Company Law Directive. The Directive introduced
the gconcept of modified accounte for emall eand medium sized
companies, permitting members stales to allow them Lo
produce abbreviated information both for circulation to
gsharehalders and for publieation (ie filing at CRO ).
Respondents to the Department's Green Paper 'Company
Accounting and Disclosure® were spiit over the questian of
how far the LK should go in taking advantage aof those
provisions; the majarity felt that shareholders had the
right to continue ta racaive full information sbout the
affairs of their company whilast small companies wanted Lo

file ledgs imfarmation in erder to profect their competitive




posltion, Minlsters Look the line of trying to setiafy
both these views by allowing small companles to fi|s
modified accounts, consisting of an abbreviated balance
sheet and notes, but reguiring them to continue te prepare
full accounts for their shareholders.

This declsion has received considerable criticism since the
law Tirat come into force in 1982, Smal!l companies,
particularly those which are ahareholder-managed, have
comp|eained that far from easing their position, the
provisions have in fact made them worse by requiring the
preparation of two sets of accounts, thus increasing their
sagcounting bills. Furthermore, they have arqued that the
full set of accounts for shareholders containe much detail
which is irrelevant to their aituatian.

The consultative document therefore invited comments on the
following gquestionss

@) Should there be a relaxation of the accounting
requirements for small companies in line with tha
provisions of the Fourth Directive?

Should 8 relaxation be made subject to shareholder
appraval?

Should relaxation be permitted for only &8 sub-category
of shareholder-managed companies?

Are filed modified acecounts ss permitted at prasent
idequate for their purposa?

Would relaxation of the accounting requirements result
in 8 general lowering of the standard of the financisl
records kept by small companies?

F! How far should any relaxation go?

d thare be a8 relaxation?

The vast majority of respondents were strangly in favour of
allowing small companies to produce one set af accounts
both for circulation to shareholdera and far flling. It
was generally considered that there could be savings in
time, effort and money if small cempanies were able to take
full advantage of the Fourth Directive exemptions.

Those few who arqued against relaxation suggested that

nat manmy amall companies currently filed modified accounts,
and used this as a basis far arguing that there is Jittle
real interest in simplification. Their main argqument,
however, ge in 1980, wes that shareholders would continue
to want the detaliled infermation currently providad; and
that protecting shareholders' interests by giving them the
right to demand fuller informatlion would destroy the
benefit of any relaxastion. It was also esuggested that ths




existing requirements did not impose an undue burden on
companies and that those who did not want to comply should
tecongider their status a8 3 |imited liabillty company.

2.28 More significant objections came from the British Bankers'
Aggociat ion and the [nland Revenue. The banks saw little
tcope for simplifying accaunting requirements and claimad
that a signifleant reduction in the information available
would give them difficultles in credit assessment. HRevenue
officiels said thet sccounts which gave no maore than the
minimum information reguired by the Fourth Directive would
not contain sufficient deteil for their purposes. The
Revenue could demand further information but the net result
of their making specific inquiries, rather than receiving
information sautomatically as part of the statutory
gccounts, wauld be to incresse the overall burden on small
companies. The Revenue's worklosd would also increase. At
present , they investigate aonly & vary small propartion of
company accounts (1% & year producing & revenue yield of
gome E30m) but teechnical adjustments are made to the tax
computatiaons af an sdditional 22%. The Revenue beliewe
that if they did not recelve detailed informatian a% &t
present these figures would almost certainly incressae.

They also believe that if full accounts were no langer
gvallable, they would find It much more difficult ta
identify those computations reguiring (nvestigation or
adjustment and that operational efficiency and the ravenue
yield would auffer as a result.

Shareholdar spproval

2.19 One of the arguments against parmitting the further
relaxation available under the Directive is that 1t would
lead to a significant |oss of information to shareholders,
but it was suggested in the consultative document that Ethias
could be overcome by making the decision to prepare only
modi fied accounts subject to shareholder approval.

Most respondents did not comment aon this point, BEUQQeBLing
that they thought the relaxation should be available ta all
small companies automatically. Those who did comment,
however, were clear that if amall companiss were to be
allowad to prepare only modified accounts, then the
decision to do so should ke taken by the sharehalders.

Most felt that the approval should bBe of LOD% of
ghareholders, or 100% of all treceable sharehalders but
others thought that this would give too much powet Lo
minonritiesa in the company snd so suggested 90% or 'near
unanilmous' approval. & smeller number thought it would be
sufficient s3imply to give individual sharehalders the right
toa receive full information on request while some
emphasised that individual shareholders should retalpn this
right even il s a bodv they had voted for modified
gccounts, Spme |[inked the guestion with the audit
requirement, suggesting that companies which elected not to
have an audit should be automaticaelly entitled to prepare

modified sceounts for shareholders. Several thought the




decision from shareholders should be reviewed annually.

Rastriction to shareholder-managed companies

£.31 Complaints about current accounting requirements for small
companies have tended to come mainiy from directars gof
sharehaolder-managed companies arguing that it is
nansensical for them to have to draw up & full set of
Blatutory accounts in the reguired format when they can
obtain all the information they need from their accounting
records. However, while it was generally recognised that =a
relaxation of the sccounting requirement would be of
particular benefit to shareholder-managed companies, only a
small minarity of respondents felt that the relaxatian
should be |imited to this group. The general view was that
any decision to create a new sub-category of company would
be arbitrary and that there were no good reasons far
departing from the ceategories in the Fourth Directive.

Adeguacy aof filed modified accounts

2.32 Another criticism of the exlsting reguirements is that in
their present form modified acounts are too brief and
uninformative comprising as they do, only an abbreviated
balance sheet and notes to the accounts. The argument is
that this, coupled with the fact thet they do nol have to
be Filed until 1D months after the year end, makes them
virtually worthless to ecreditors and competitors.

2.33 There was considerable support for this wiew. A number aof
those sgainat relaxation took the line that ereditors and
other usere of apcounts were no |ess entitled to Full
information than shareholders and that the Facility for
small companies to publish modified aceounts should
therefore be abolished. This view was in particular
reflected by the credit sgencies who suggested that
companies filing modified accounts would generally hbe
offered more restrictive credit terms than those who had
not. However others, lncluding the CBI, felt that
creditors needed only a simple recard of the company's
financial structure and that modified sccounts were
sutficient for that purpose. These respondents did
nonetheless place some emphasis on the impartance of the
filed modified accounts being audited.

2.34 Some accountancy firms felt that smal]l companies
Bppreciated the privacy afforded by the facility to put on
the publie record less infarmation than they gave to thelr
shareholders, but others felt their clientg did nat think
the extra cost worth consideration. This quite marked
divergence of views suggests that small companies are
ungoubtedly influenced in such matters by the view taken by
their acecountant.




The influence of a relaxation on the standard of accounting
records

2:3% The consultative documant suggested that it was possible
that a further relaxation of the atatutory accounting rules
for small companies could result in g8 lowering of the
standard of the financial recorda kept by theam. Mosat
commentatoras who took up this point felt that thers was no
evidernce to link the standard of book-keeping with
statutory disclosure requirements; the gerneral wview was
that the records kepl were determined by Lhe statutory
requirement to keep sccounting records snd by whaet
management beliesved (o be useful to them in the running of
the busineas. A number, however, emphasised that any
reduction in Lhe disclosure requiremenlts Should nol be at
the expense of the gquality of accounting records. Others
felt that sny relexation would lead to a decline in
standards.

How far should the relaxation go?

2.3 Under the Fourth Directive, the minimum reguirementa far
prepared (a: opposed to published) sccounts are that they
must contain a maodified bhalance sheet, prafit and loss
account, and nates toa the accounts. & directors' report is
glso required. The modified balance sheet essentially
gives only the main hesdings {(ie Tangible Azsets,
Intangible Assets) with na further breakdown, while in the
profit and loss account a number of headings are combined
with the result that details of turnover -eand gross profit
matrglns need not be disclosed: The notes too may be
sbbreviated; omitting information on auch items as the
geographical breakdown of turnover, numbers of employees
and directore’' emoluments. Models of modified accounts
prepared in Companies Act form are attached at Annex B.

Views on the extent to which any relaxation should go fell
inta thres categor ilss: those wha felf the minimum allowed
by the Directive was adequate; those who felt certain extra
disclosures should be required; and thaose whao felt the
minimwn 1tself was stil| too burdensome and that =zmall
companies should be allowed Lo prepare sccounts In [Lhe way
beat suited to the nature af the bueiness. This |last |ine
would, of course, require amendment of the Fourth Directive
and indeed Bome respondents,; notably the Institute of
Cirectora, felt that the U should take the initiative In
demanding not anly further relaxatlon of the requlrements
on preperation pf accounts but also exemption from filing
for amall companies.

Some of those whe felt that disclasure above the minimum
waa desirable pointed out that a number of requiresments of
the Companies Act derived from |esgislatian which predated
the Diregtive and suggested that Ethese ought to be examined
with 8 view to deciding whether or not disclosure was

necesaary in the interests of the members. Some gave




definite suggestions for the informatian which should be
disc|nsed in the profit and loss account amd motes. Maosgt
popular amang these weres informetion on directors’'
gmoluments which, it was feli, was something shareholders
had & right to know, and the company's turnover. However,
aven those who wanted extra disclosure felt that there was
gocope far emliminating some of the existing requirements.
In particuler, & number felt thet the directors' report
should be shartened by abol ishing the requirement to show
galaries of higher paid employees and political

cantribut lans.

The Law Society was happy with the minimum regquirements far
the profit and loss account but felt more detail should
cantinues to be regquired in the balance sheet, for example,
gome breakdown for debtora, creditors and provisians,

& few commentstors expressed concern asbout the regqulrement
far modified acceounts to give a true and Fair view. The
Directive reguires the accounts of small companies Lo give
g trus end fair wiew and implies that they will still do sop
even if prepared in modified form. Although 8 numbar of
respondents accepted this; [t was also suggested that amgll
companies should be aspecifically exempted from the brue and
fair view requirement [f they aopted for modified accounts.
This, af courege, would not be possible under the

Directive.

One further suggestion was that small companies which were
who!l ly-owned subsidiaries should be entirely epxempt from
the preparal ion of accounts praovided certain conditions,
Buch ms thes parent guarantssing their debts, weres met.
This is in fact an option under the Seventh Directive on
cansol ldated accounts and |8 covered by the consultative
document dealing with that, #&ccordingly, it i® not taken
gny further herme.

Angther issue which attracted much comment was the

appl icat ion of accounting standards to small companies.
Many peaple conszidered that standards are more burdenscme
than statutory reguirements. In particular; 358P10; which
calls for a statement of source and application of Funds
from gl! companies with a8 turnover above £25,000 came in
for criticism. Government was urged to pursuse this matter
with the accountancy professziaon. irn fact a5 8 result of
this exercise and work previously carried ocut by Professor
Bryan Carsberg, the Accaunting Standards Committes has
glready decided to review the spplication of standards ta
small companles.

3 AMALYSIS

3.1

There are between 300,000-400,000 sctive small independent
companies on the register. We can only guess Bt what they
pay in audit fees but small company Bccounting bills range
from a few hundred pounds te £2-3,000 and above. Even if
pure audit costs are no more than 10% of the taotal, the




gross cost adds up to some L£60-80 million. [f one also
includes the opportunity cost of management time spent with
the guditor, the total figure rises to over E£100 millign.

This is a signlficant sum and it g right bo consider
whether it is being spent ta the best advantage both from
the company'a point of view and that of society as a whole.
We do not believe, however, that the sbolition or
rejaxation of present audit requirements can be justified
on cost grounds alone. An snnusl bill for E£I00 i=s
obviously signiflcant but the evidence from this
cansultation and recent academic ressmarch suggests that
small companies do not regard the audit as & burden in that
sense. Only 4% of the companles sampled by Carsberg, for
example, saw financiel reporting as & major problem and
company law requirements ranked well down the list of
burdens perceived by participants in the Burdens on
Business study: The real question i3 whether the value
derived from the sudit is worth the cost invel|ved and
whether, if it 1% retained;, the return can be (ncreasad,
particularly se far as companies themee|wves are concernad,

The case for sbolition is strongeet in relstion Eo the
value of the sudit Eo managemant and sharehol ders. It
rests on the propogsition that there ie no justification far
imposing on Ehem a requirement to purchase B serwice they
neither need or want. The rights af minority shareholders
obviously need to be protected. But provided that
protection 138 wholly sdeguate - and in practice that
probably means giving sach individual shareholder the right
tg require an sudit - there zeems to be no reason in
principle why shareholders $hould not be allowsd to
dispense with the audit where they consider it in the best
intersats of the company to do so. Egually, whatever the
rights and wrongs of the arguments about the value of
gudited information - and a prieri: it ja difficult to
balieve that financial statements prepared six or mare
maontha after the end af the fianncial year contribute
slgnificantly to manegement declsiaons - if management
congider that it is not cost effective then they should be
free to do away with it.

The survey evidence suggests that if they were given the
choice most companies would retain the audit for external
reasons, primarily to satisfy the Revenue, the banks and
other spurces of Finance. Bukt even If only a minority of
companies did take advantage of abolition, that in itself
il no good regepgn for retgining the presgnt atatutory
requirement . The minarity would still constitute &
significant number of companies which otherwise would
continue ta be permalised for the banefit of others.
Moraowver, thoese sompanies which continued to commission
audits would be able to Eailor the auditing process Lo
their own particular needs.

The weakness of these argquments i3 Ehat they discount Ethe
possible consequences for third parties. On the face aof

it, it seems unlikely that these would be as dire as those




foreseen Dy the banks, the credit arganisations and other
anti-pbolitionists. Third parties would be in no woarse a
positien than they are in when dealing with unincorporated
firms with ne publieshed accounts or compenies in breach of
their filing obligations. Some companies may choose not to
trade with such businesses but there is no evidence to
suggest that they experience insuperable difficultias in
abtaining finance ar trade credit. It is clear, haowever,
from Ehe cansultation that the baniks and, more especial |y,
Efade creditors do attach substantial importance to the
accounts being audited since this provides some sssurance
about the guality af the financial information they
contain. The fact that the audit requirement is universal
is particularly important to them. Given the sxtent of
inter-trading between amall companies, many conzider audit
fees well worth paving for just that reason: as one
commented, bac debts sre a far greater burden than any
aud:et.,

To the extent that companies chose to retain the audit,
abolition would obviouwaly cause third parties no
difficulties. For the rest, some companies could be
expected to produce sccounts which met all the market's
needs. There is a real risk, however, that others would
abuse the freedom given to them, either deliberately or out
of ignorance. The problem is that given the fact of their
limited liability the consequances of any abuse would be
felt primarily by others. The banks and other large
creditors could pratect themselves by taking more security,
increasing their charges or commissioning their own
independent audits at borrowers' expense. Similarly, the
Revenue and Customs & Excise could seek to limit the axtent
of tax evesion by carrying out their awn investigatiansg,
though this would obviously have resource implications and
invalve transferring any burden created by the audit
requirement from those companies to HM3. Unsecured
creditors, howewver, would have to chogse between not
trading with such companies or carrving the risks involved
af their own shoul ders.

The cases againat aboliftion rests on the view that the audit
requirement provides s basic measure of protection far
third parties. It operates al two diffearent levels. The
argument of principle is that small busineases already have
8 fundamental right of chaice in that they can choose to
trede as limited liability companies or in some other Ffarm.
Having exercised that choice and opted for the privileges
of Limited liability, they should then accept the
obligations that go with it, including the abligatiaon ta
make available vie the audit financial information on which
the public can rely. They should not be given the benefits
and then allowed the further choice of not paying for them.
The argument of practice is that abolition would give
companies a |icence to abuse |imited liesbility at others'
expanse and by removing the discipline af the audit would
lead to a general lowering in the standard of sccounting
records which would do nobody, least af sll emal! companies

themselves, any good.




There i3 no means of knowing how far sbolition of the audit
requlrement would constitute a rogue's charter, Some
respondents were convineed that it would lead inexorably to
increased fraud and tax evasion @nd the gxpansg {on of the
black economy. But, othera doubted whether the pudit was
gn effective mechanism Far detecting fraud in small
compenies and it is plainly not sufficient in itself Eo
prevent financial irresponsibility., That does not mean,
howaver, that it has no deterrent effect, Moreover, what
ig elear from the consultation is that sbolition pf the
requirement would be seen as a step in the directlion of
|ower Ffinancial end commercial standards., |t is alsoc clear
that for that reason it would be criticised as whally
imconsistent with Gavernment policies to encourage private
investment in the small busineas sector; with the
provisions aof the Insolvency Act bearing on directors’
responsiboilities and wrongful trading; and with the general
fight against commercial fraud. Ministers would be
presented a3 bolting the back door of the stable whilst
throwing the front door wide open.

In the final analysis, the balesnce of the argumant turms an
the likely effects of abolitiaon on companies' financial
management and the reliability of their Bccounting records.
Proper acounting pracedures are an essential reguirement of
business and, in our view, abalition could not be justified
it, ss 8 result, the quality of Financial reparting was
significantly reduced. It is arguable that |if companies

wish ta manage their financial affairs in a way which
jeopardises their awn future, then praovided they sccept the
possible consequeances they should be allowed the freedom to
do so. Bul this ignores the paossible conesguencas for
third parties, and particularly those wha asre unable ko
protect themselves. We also believe that the benef |t
derived from making all companies subject te common
standarda and procedures outweigh the cost penalties
impoeed en those companies capable af sgtiafying thosze
standarde without the nesed far an independent audit .

Having defined the ecritical question, we find theres is no
way in which, an the besie of the consultation, we can give
a definitive answer to it. There is na consensus far
change and nothing more than canflicting views on what the
consequences of mbolition might be. Since weasknesses in
their Financial management are evident and widespread, it
1% clear that the audit requirsment in Itealf does not
guaraniee that small companies have proper financial
aystems. Butl equally experience suggests Lhat many &mall
companies would not implement such systems without the
involvement of a professional accauntant and that they
cannot be relied on to take professionsl advice unliess Ehey
areg compelled in some way Lo do so. Experience also
Suggecete thal the companies least [ikely to seek advice or
thase most in fAeed af lt.

It is this uncertainty about the affects of gbolitlon which
ied many pro-sbolitionists to suggest that it should be
coupled with the introduction of an alternative reguirement




providing some sssurance 88 to the credibility of
companies' published accounts and the quality of their
besiec accounting recorda. Three possible approaches wers
proposed. These would involve:

(a) wunderlining directors’ existing astatutory
responsibilities for accounts by requiring them to sign a
statement certifying thet the accounts had been properly
prepered in eccardance with Companies Act reguirements.

The English Institute favoured this gpproech &nd produced a
draft statement which iz attached at Annex Cg

ib) going one step further than (&) by making directors
pergsonally liable for any losses incurred by third parties
in the sevent of their making such 8 statement without
reasoneble grounds for doing 3o

(e) requiring an independent qualified accountant ta be
involved in the preparation of the accounts snd to certify
that, in his opinign, they comply with Companies Act
requirements. The Scattish Institute was Ehe main
supporter of this approach and praovided a draft statemant
which is attached at Annex D.

In addltian, the consultative document put forward the
option of following practice in aother countries,
particularly the United States, and requiring an
independent review of the eccounte as opposed to an audit.

The coneultation revealed virtually na support for the
review, 1Tt was seen by pro and anti-abglitionists gllike a3
an unacceptable hal fway house which would coet much the
same &% A audit whilst giving the users of accounts no
more than a negative assurance as te their reliability.

The accountancy profession as a whole was aslso concerned
that the basic difference between a8 review, which does nPot
itnvolve the independent wverifleation af informstion

fuppl led by the client company, and the audlt would not be
gppreciated and that in conseguence people would place more
reliance on a review than it actually offers. Given this
glmost unanimous response, we see no point in pursuing the
review opticn any further.

Ags regards the alternetives, we have discussed options (a)
and (c} with the English and Scottish lnstitutes. In
#ss@nce, they are very similar. In both ceses the basic
ides i3 that a professional sccountant should examine the
accounte and satisfy himself that they are presented in the
right form and that the assumptions on whiech they rest are
goundly besed. This would naot involve the cross-checking
and detailed invest|gation whieh is carried out as part of
the audit but if he were to do the job properly the
gccountent concerned would need ta probe any fligures which
he considered quest onable. The deeper he probed, the more
like an audit the process would become.

The Scots approach would provide a grester measure of
gssyurance in that it would reguire this process of




examinat ion to be carried out by an Independent qualified
accountant. It would also ensure that asmal |l companies took
professional sccountancy advice at lesst once @ year,
though the extant to which they benefitted from this waou | d
depend on the gquality both of the accountant concernad and
af his relatlonship with his client. The main problem wlth
it is that in appearance at leazt it would be not much
different to the present audit requirement. The cost
should be less bacause the reporting accountent would be
taking a lesser responaibiiity but it might well be
criticised as change for change's sake. The English
Institute approach is more deregulatery in appearance but
It reats on the assumption that no responsible directar
would sign the relevant statement without taking
professional accountancy advice. To the extent that such
advice was taken, the cost would be much the seme B if the
accountant had made the statement an His own account, but
since his involvement would not be apparent third parties
would tend to discount the value of the assurance glven.

To the extent that they did naty its warth would be sven
mare open to question. Thaet objection would be met at
least partially If directors were made personally liable
for subsequent losses. Sueh an approach would be
consistent with that sdopted in the Insalvency Act but
small businessmen might well regard it as more bur densome
than the eAudit requirement and, in any cege, it reises
iagues which go beyond the scope of this exercise.

We do not find either of these alternative approaches
attractive. HNeither could be introduced without a great
deal of further work both on refining the concepts invalved
and the precise nalture of the assurance given, and in terms
of developing asppropriate operational procedures and
professional guidence. The Bccountancy profession would
also need to put fts full weight beh|ind the initiative
fsince otherwise there would inevitably be scope for wide
differances in interpretatlan. Equally, the Scottisah
eption inm particulsr I8 open to the same cbjections as the
review (n that people could essily place more rel rtence an
the accountant's report tham it actuslly offered. More
impartant, we do not believe there i3 any sensible half-way
house between the status gquo and abalition of the audit
requirement. [f company law iz to give third parties &aome
basic form of assurance about the guality of s company 'a
accounts, the full audit iz the most cost-sffactive opEtion.
Folitically, any alternative would alsa be diffleult to
present in a positive |ight, Substituting one requirement
for another would look indecisive and might well attract
criticlism from pro and anit-sbolitionists alike. But
against that, abalishing the audit requirement without
putting anything in its place would fly in the face of most
of the comments made (n the consultation,

Accounting Requirsments

3115 ThE dﬂ'ﬂ'iﬂ-iﬂ-ﬂ in IFEl Lo H[Enw EumpaniEE ta F-II‘H mﬂ]riﬂ.'d
accounts was based on the judgment that the interests of




third partiesa would not be geriously impaired if companies
filed lesa informatlon. Thiz view was chaellenged at the
time and some still regard it 88 misteken. But smal]
companies themselves generally sppear to value the facillty
and about a third currently file accounta in modified farm.
What they do find burdensoma, howewer, I8 the additional
cost involwved in producing different sets of accounta for
shareholders and for filing purposes. We think their
complaints about this are well justified and that the
abjective should be to put small companies in a position
where they are able to produce ane set of accounts which
can be used for both purposes.

One way of achieving this would be to require companies to
prepare and file a saf of accounts fuller than those
current]ly filed but |ess detailed than those now prepared
for shareholders. We think it likely, however, that small
companies would oppose Ehis pn the grounds that it both
impoged an additional burden, psychologlically T mat
physically, and went back on the original aim of enabling
them to keep certain information from competitors.

[f this approach ls ruled out; thae only way of achlieving
the objective ie to give companies the option of reducing
Ehe amount of information they provide to shareholders. in
principle, this approach is attractive: |f sharehaolders
are caontent tg receive less information, them they should
be allowed to do %o. However, the accounts prepared for
eharehnlders are also used by third partises, and
particularly by the lnland Revenue. 1f, asa Revenus
officials told us, reducing thessmount of infaormetian in
shareholders’ accounts would simply mean that small
companies would be subjected te a greater number of
requests for (nformetion from tex inspectors, then the
gverall burden on small companies would not be reduced and
might well! be |ncregsed,.

Howevear, companies already provide the Revenue with a
considerable smount of sdditione! information over and
above that produced for shareholders. We could, therefore,
reduce Companies Act reguirements and |leave the Revenue Lo
specify any additional information they regquired in the
same way. This would reflect the long established position
in the LK whereby disclosure reguirements are in no way
inflwuenced by the requirements of the tax @authoritisas,

unl lke many other countries where the two Bre inextricably
|l inked. Company law disclaosure requirements would be
placed on 8 more logical feooting, bubt there might still be
resource implications for the Revenue gs 8 result of Ethe
informat ion in the new schedule no longer being audited.

If chenges in Companies Act requirements were coupled with
gbolition of the audit reguirement, the implications for
Revenue procedures and manpower = and the revenug vield =
would be correaspondingly greater.

We doubt that any change in present accounting rules will
produce any substantial ssving in accounting costs. Evan

if the Reyenue did not demand extra information, the




difference in cost between preparing full and modified
acfcounts wauld be wvery small becsuse of the nesd ta
assemble the detalled informaticn before meking the
modifliecations . The main saving would derive from there
being no need to prepare separate accounts for filing
purposes but the best estimate we can get is that this
would represent no mare then E£100-200 at most.
NManetheless, given the large majarity in favour of =
relaxation, & decision to do nothing would certainly be
subject to griticism, no matter how perauasive the
arguments of the Inland Revenue may be.

[f the requirements were relaxed, we consider that it would
be Important fo ensure that sharehalders' interests wers
full protected and Ehat & reduction in disclosure was not
achieved at the expense of the standards of accounting
records. The first polint could be resalved by taking steps
Lo ensure Lthat sharehol|ders ecould receive fuller
information if they wanted it. Thi= could be done either
by requiring a resolutiaon of the shareholders hefore a
compeny could take advantage of the relaxation or by giving
individual shereholders a specific statutary right to
receive full infermation on demand, or a8 combination of
Ehese Ewo.

Individual shareholders already have the right to demand
more information of the directors at a company's general
meeting, but it |3 often suqgssted that in practice it ieg
vaty diffleult for them to exerciae that right., A specifie
pravision anabling any shareholder to receive on reguest
any information whieh waould atherwise have been included in
the full accounts would certainly resolve that problem
though to the extent that it resulted in companies
receiving ed hoc requests it might be regarded as simply
replacing one burden wikth another., [f, however, companies
were keeping proper accounting records the provision of any
such information should present &t |east no greater effart
then 12 currently involved in producing full accounts.

The alternat ive would be to make a decision to produce
modified acecounts for shareholders subject to unanimous
appraval by shareholders or approval by a specified
majority, say 0% or 95%. We do not favour this approach.
A 100% requirement would put too much power in the hands of
gn individual sharehclder whilst any lessar requirement
would open up the possibility of sbuse. The right course,
it seems to wus, I1s to give shareholders the right to
receive information and leave the onus on them Lo use that
right as and when they consider it necessary to do so.

The question of maintaining the atandard of accounting
recaords is more difficult ta resoclve. It ia eszential

that accounting records should not suffer as & result of
any relaxation of statutory disclosure rules; bubt present
requirements gn the maintenance of accounting records would
be very difficult to enforce without the involvement of &g
prafessional accountant in the business. This reinfarces
Ehe case for retaining the audit requirsmant.




.28 The question of how far the relaxation should go raises its

own difficulties., One approach would be to adopt Lhe
maximum exemptions permitted under the Fourth Directive but
there is a case for requiring certain extre Information, im
part lcular details of turnover and directors' emoluments
which are of particular Interest to shareholders. In
addition, thare are requirements in the Companies Act which
have no connegtion with the Directive, for example, the
disclosure requirements of the directors' report relating
to such subjects as political contributians. On the face
of it, there seems little scope for eliminating any of
those requirements in relatiaon to small companiss alone,
but it should be noted that many do not in practice apply
ta small compeanies,

Further work needs to be done in order to establisgh
precisely haow far present requirementa should be ocubt back.
In principle, however, there would seem to be Jittle
problem in asking far information above Lhe minimum in the
profit and loss account and directors' report; since they
do not heve to be filed, nor would it be very anerous to
require certain extra information in the notes Far
shareholders, fof exesmple, on directofs emalumantsz and
turnaver., [t could be argued though that if shareholders
are to have the right tn demand extra information, then
companies should be allowed to take max imum advantage af
the exemptions and left bto supply the eXtra as necesgsary.
Howewver, |t might well be less trouble end cheaper in Lhe
long rum to require disclosure of such additional items as
directors' emoluments rather then subject companies tg Ehe
possibility of repeated reguests for the same information.

4 RELATED [ISSLES

The Corporate Form

b

1

One of the features of the consultation was the number of
responses which questianead the genaeral suikabillity aof
preesznt farms af inporparation za Far as moat small Firma
are concerned. Organisations representing small firms, the
CBI, the English Institute and individual accountants all
took the line that to logok at accountling snd audit
requirements in jsolation was to look at symptoms rather
than ceuses. Those in favour of change considered that
whilst it would be of some marginal benefit, what was
reglly required was a new form of incorporatiom which
relieved small] companies of many of their exiating
Companies Act obligations. Those opposed to change
balieved that in focussing on accounting and audit
requirements the burdems exerciee wes shooting st the wrong
target and that what would really help small companies was
sction both to discourage incorporation and encpoursge
disincorpofation, &Aeccording to this gfoup, there 1%
nathing illagical im small |imited liability companies
being subject to the same requirements sz larger companies;
that |s 8 function not af thalr siza but of thelr limited

liasbllity status. What is illogical |s that they should




have that statue in the firat place and should effectively
be prevented by the tax structure from shedding it when
otherwise it wauld be 1n their beagt interests to do so.

4,2 OfFficials in this Department have recently considered
whather there is8 @& case for commissioning @ further study
of poesible new Forms of incorporation for small firms (&
Green Peper issued [n 1981 revealed a wide range of
gpinions but no agreement on the need for change or the
form It should take) and measures to facilitate
disincarporation. They concluded thet there would be nao
advantage in doing so, &t least for the time being.
Although a simpler regime would have some benefits for
small companies, it is far from certalin that, If faced with
the choice, they would want to change their present status,
particularly if change meant the loss of, or a pertial
reduction in, thelr limited liability. They alse Felt that
gny study was best |e&ft untll current work aimed at
reducing the amount of information companies are reguired
to File &t the Companies Raegistration Offices is complete
and something |& known sabout the practical effects of the
provisiona in the Insolvency Act dealing with wrongful
treding and the disgualification aof directors.

4.3 The CRO exercise is clearly directly relevant to any future
work in this aresa but we believe Lhe paoints made by
consulieas should not be loat sight aof in announcing
Ministers' decisions an aceounting and audit reguirements.
Even substantial changes may well be presented by some
members of the small firms |obby as |itEle mare than
cosmetic whilst those opposed to change, particularly as
regards (he audit regquirement, are likely to regard them as
the wrong solution to the wrong problem. In sither cases,
there may be advantage in Indicating that Ministers are
conglderlng the scope for further work on new forms of
incorporation and disincarporation.

Fules on Filing of Accounts

4.4 Section 242 of the Companies Act glves private companies
10 manths in which to file their accounts starting from the
end aof the relevant accounting period. Public companies
are allowed 7 monthe. Meny respondents ponsidered these
periods topo long and believed that published accounts would
be more usteful all round if they ware produced and Filed
more promptly. Respondents generally considered that the
rules on filing should also be more strictly enfarced.

4.2 Actlan to Improve compl iance levels is already in hand. As
regards the period allowed for filing, any change in Ehe
present rules would effectively put an additlanal burden an
companies generally. But we Lhink that facter Is
oputweighed by the advantages to be derived from quicker
filing and that action to achieve it would be a logical
pert pof any package amending present rules gn accounting
and audit. Some respondents suggested that all companies,

public and private, should be required to file within J




manths of their year end. We think that would impose toa
great 8 burdem on companies and accountants alike: a &
month deadline applied to all compenies seems to us tao
strike the right belance. This is a point which should be
considermd further in the current market research survey of
the requirements of those using the search facilities at
the Companies Registration Offices.

5 COMCL LS [ONS

Mature of Changes

5.1 On accounting requirements there is a clear majority for
relaxation. The major objector is the Inland Revenue.
Given their comments, it i8 possible that any relaxation of
the statutory disclosure requirements would not in practics
result in any net reduction in the amount of Information
required from small companies. There might be =ome
reduction in costs but this is likely te be small. The
Indications are, however, that the current disclosure
requiremente of the Companies Acts are seen by small
businesses as burdensome and that some relexation would
have 8 peychologically beneficial effect, |f nat a physical
one. On balance, tharefores, we would favour & relaxation
of the requirements in line with the Faurth Directive
subject to the possibility of certain extra disclosures.
This should be accompanied by a provision giving
shareholders' a specific right to demand further specified
information, &g that which would be included in full
BCcounts., wWith a view to making published informatiaon
avallable on a more timely basis, we also consider that the
rules on filing should be reviewed in the |ight of the user
BUT YEY .

OUn the esudit reguirement there is no consensus and no
single factor which swaya the balance of the argument for
or against change. The consultetion pracess has created an
expectation in some quarters that the audit reguirement
will be abolished. A decision to leave things as they are
will disappoint those people and may be used ss & basis for
querying the Government's commitmant to the general
principle of deregulation. Bul Ministers will be just as
heavily criticlised if they go for abalition, particularly
on the grounds that the decision I8 incoangsiztent with the
policy of crecking down on commercial fraud.

We do not Find any of the suggested slternatives tao Lthe
audit reguirement attractive. The Scottish [nstitute's
approach would effectively reintroduce the audit
requirement under another name. The English Institute’'s
approach i1s more deregulatory in appearance but in
substance little different. MNeither could be introduced
without a great deal of further work, both on the concepts
involved and in terms of educating both individual
accountants and patential clients.

If the audit requirement is abolished, the rights af




minority sharehclders should be protected by making a
decision to dispense with arn audit subjeect to the unanimous
approval of shareholders voting in gensral mesting. The
deaclsion ahould be subject to annus!l confirmation.

Scope of Changes

5.5 We believe that any changes in accounting and audit
requiremegnts should apply to small compeniems generally, not
just to shareholder managed companies. Provided the
intereata of minority zhareho|ders are sdeguately
protected, there [3% na reason & distinguish betwaen
different =sorte af small| company. And s a8 matter of
genaral paliey, it Is desirable to avold complicating
campany law by creating another separate cless of company.

For Companies &ct purposes, a company I3 deemed (o be small
orf medium sized im 8 fimancial year if in that vesr two or
more of the following conditions are satisfied:

o Eurnover does not exceed ELl.8 millicm {E5.7% millian
for medium sized companies);

Cidd ite balance sheet total is not mare than E£700.000
CE2.8 million)ks:

i) the aversge number of perzsons emploved by the
campany in the year in question dees not exceed 30 (250).

A recent EC directive gives membar states the fresdom to
ralse the furnover and balance sheet thresholds for small
companies to £2 million and £F75,000 respectively. The
gequivalent figures for medium sized companies are

L8 million and E3.2 million.

[f the audit regquirement ia retained, we bealleve that the
¥ should take full gdvantage of theae incregses gnd smend
the Companies Act definition accordingly. 1f, however, the
audit requiremant goee, there is an argumant for using the
thresholds to limit the extent of abollition on the grounds
that a company with turnover of El1.4 million iz far from
being a "small company' for trading purposea. Even 1f it
only applied to companies with an annual fturnover of less
than E£250,000, over two-thirds of Rll the companies on the
register would still benefit. Whatever the declislion aon
this point, the thresholds for medium slzed companies
should be increased in |ine with the directive.

Companies Division
Department af Trade and Ingustry

January 19B&




VIEWS OF SmallL COMPANIES AND THEIR REPRESENTATIVE ORGANISAT IONS

1= Sixty-three respanses were received from small companies or
organisat ions representing thelr interests, whether trade
associations, chambers of commerce, or bBroader groupings |lke
the CBl, the Mational Chamber of Trade gnd the Assoclation of
Independent Businesses. Thirty-nine of these favoured sbolitian
gf the audit reguirement, at lesst for shareholder-menaged
companies; 24 were mgainst. The 1% respondents who commented an
accounting reguirements all supported relaxing the present rules
to the maximum sxtent permitted by the Fourth Directive.

e The membership of the Natisngl Chamber of Trade was
divided. Some saw good reason for the audit requirement to be
retained whilst advocating relaxation of the rules on accounts.
Others fully supported the idea of removing the audit
requirement but wondered whether there would be any saving if
they had to produce the same sort of |Information for the Inland
Revenue. What was significant waa that the Chamber saw any
changes in accounting and eudit requirements as marginal in
terms of relieving burdens on small companiee and argued instead
foar more fundamental @etion via the introductian af a new farm
al incorporation; two-thirds of its response wag given over ko
this lopie. Similarly, the Institute of Chartered Secretaories
and Administratars (ICS5A) saw a new form of incorporation as the
real salution to smell companies' problem, though it favoured
both abolition of the audift requiremsnt for shareholder meanaged
companies and simplifying accounting reguirements to Che maximum
extant possible.

;8 The Association pf Independent Businesses saw advantages
and disadvantages in an audit requirement which on the one hand
could be 'invaluable' and on the cther was "frequent!y

supet fluous'. It came down in favour of abolition but felt Ehe
invalvement of an independent accountant in companies' affairs
to be desirable at all times. It concluded therefore that the
audit requirement should be replaced by rules governing the
preparatlen of accounts on the |ines suggested by the Institute
of Chartered Accountants of Scotland. The CBIl 5mall Firms
Courici]l wes clear that there should be an optian for small
companies to adept a |less burdensome form of annual flinancial
reporting but the majority favoured retaining the sudit
requirement and focussing attention instead on reducing and
gimplifying the content af accounts end balance shests. Like
the Mational! Cnamber and ICSA, however, it regarded changes in
accounting and sudit reguirements as incidental to the main
problem which it saw &8 reducing the number of incorporated
businesses. In contrast, with one mxception, members of The
Asspciation of British Chambers af Commerce were unenimous that
the sudit should be retalned. They considered that present
requiraments 'got the balance of cost and banefit more or less
right' and that the fact that they imposed "chores and financial

coets which in an individue!l case it would have been eafe to




avoid' did not justify 'any general relaxation of the regulatian
of small companiesz in this aresg’.

4. Those small companies who argued for ebolition regarded the
cost of the audit as out of all proportian to the valum derived
from (E. According to them; audited accoumts are "just BO much
waste paper', irrelevant to management neads and of no benefit
to patentlal creditors, Dancon Insulationms Ltd, & firm in West
Yorkehire, spoke for this group in presenting the sudit
requifement as '"a greal hindrance to small businesses. Largs
fees have to be palid for the production of accounts in a form
which is determined by a profession totally out of touch with
the requirements of the businessmen. The routine adopted by
ouraplwves and by othera of sur acguaintanmes iz ta let the
auditors get on with it and (then] produce our own figures to
sgsess the progress of the business'., Henton Display Litd
gimilarly thought audit 's total weste of maoney and affoart® and
commented that amall companies would bhe bettaer aoff if
accountants spent less time suditing and concentrated more on
giving them financial guidance. The responses did not suggest,
however, Lthat many smell firms would buy in professional
accountancy adwice If the audit reguirement were gbol ished.
This point worried even pro-abolitionists who produced warious
alternative suggestions for maintaining the guality of accounts
afnd eccount ing records. Thess rgnged from Government action Lo
encourage businesses to prepare menagement accounts {the Durham
S5mall Busineas Club) to financial penaltiss for producing false

or mislaading accounts with loss of |imited liability if
gccounts were not Filed on time (K 5% Paul Ltd]. 5Some companies
glso consldered thet sbolition should be |[imited Ea vary small
companies with annual turnowvers af E500,000 or even £250,000.

¥ By contraet, those smal]| companies opposed to abolitlon saw
the cost af an eudit 88 insignificant in relstion ta the
benefits derived from it. Bensflt wae deflined, however,
primarily in terms of companies' interests as potential
creditors of other smal! businesses rather tham in terms of the
use made of the sudit for internal management purposes. Gresnup
& Thompsen Ltd, for example, thought that 'companiees such as
ogurselves would be much more nervous sbout trading with small
companiegs if the audit reguirements were relaxed', whilat Abbey
Quilting Ltd thought abolition would be '‘very |ittle short of
disastrous' For trade creditora. Underlying this view was thes
belief that audit fees were a small price to pay for the
benefits of limited lisbility and that sbolition would lead to
'corporate anarchy'. Thus, Greenups bel leved that 'any
tespectably run business should expect its financial affairs to
be audited annually [and thet] only disreputable and dishonest
managers would welcoma a relesxaticon'. Members of the British
Printing Industries Federation saw it as a recipe for a
'fiddler*s paradise*. Others were concerned about the practical
effects of abolition on their relationship with the banks and,
more particularly, the Inland Revenue and Customs & Excise.

b s Those companies which commented on account lng requirements
mainly complained about the additional burden involwed in

producing one set of sccounts for filing and another far




shareholders. The general view seemed to be that the
introduction of modified accounts had made reporting "more
complicated and costly' and that what wea required was & return
Lo & position where one sat of accounts satisfied both purposes.
Bevond this gensral prescription, few views werp gapressed on
the farm simplification should take. At the generagl level, the
juggestion wes that the format of small company accounts should
be made appropriate to the size and nature of the business and
that their content should be related more closely to management
needs, At a more detailed level, this became a call far a
simple balance sheet and profit and loss aceount, minimal nates,
8 general relaxation of accounting standards and ths scrapping
of the directors' regort.




Good Practice Limited
Modified balance sheet
at Decemnber 31, 19X1

Flesd smpain
Tangible ansets
L |y 1o ]

Currerm szse

SIochs

Cebrors

Casn 8t bank and in hand

45250
6.2.500
17,887

Craditors: smounts faling dus within one yesr

MNet curren st

126,837
T01.Tar

44 850

Tomi pes o ees current |isbiles

Creditors: smounts falling dus ahisr more
than gne vaar

Prosvigion for linbiFities and eharga

Accrusis snd daeterred (Reama

132870

1500000
1104451
9,001

£109. 688

Caonal §nd ressrvas
Caliet up share capirsl
Share pramium acoount
Ravalustion resersa
Profit and loe sccount

43780

5.000
14500
48315

£103.565

=
In prepanng thass modified accouns;

lo] wra hewe malied ugon the eaemptions for inghedusl ptcounts under Section § of tra

Companies Act 1981,

|&) wa have done 80 on the grounds thet the company & #ntitled to the benell of those

R MDTIONs & 8 Small compEiy.

M. Emith  Durecior
J. dirgher Orrecipr
Jdignad 26, 190632

The notes on peges 98 to 39 form pan of thess modefed Bccount
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Good Practice Limited

Modified profit and loss account
at December 31, 13X1

1a%1 1350
£ r
Oross praf 238,175 205,930
Sl coats
Wages b ssaries QRETO
SOciE| SaeUnTY COSE 13.230
Cither pensian costs 3100

134.376 121,000
107,800 84 930
DepracaTan 11,125 9,750

S0.67Y 75180
Cliher coarming changes B& 750 G4.Tad
Cipsraung profit 28078 L0.&00
FRCCImE THOFT I BSTITIRNLS 1.250 1500

27176 11 400
| nTEFELT pAYVEDHE 1.400 1.&00

Proft on ordinery activities beiore meation 245,776 12L000
Tax an prafi an ordinary activities 7018 4000

Profit an ordinery sctivitias after tazation 18, T80 6.000
Exirapedinary change -
Tar on axtracddingsy charpa _—

2450 —

Brafit for ths financisl vear 18.510
Civigends 4.835

12.575
Artained profit brought forswsnd d5.7&0

Astained prafit carned forwand P48 318

Thne rotes on pages OO 1o 00 form part of thass modifisd scoounts
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Good Practice Limited
MNotes to the modified accounts
at Decembar 37, 18X1

1. Acsourting polickes

ASAETTI P G TG

Tra iccou™E &re phenarsd umder Bhe FGNCal cos cofnuenlion, mociimd 15 INCIUDE T PEGEILaTIDT
of Iredroid |ena §nd Bateings.

CrppergetiBei
Depreciagan i§ grovided on ull mangibie fized sEesn, ctras than Freahold lend. B ries CRICUMARE 16 Wil

aM TRE EOWM OF YHEEGON. MELE EFTMETED FRSOUR vaLE. f BECR NESNT Sveniy Cwer T8 SEDeCTRG usehsl ite,
un todigran

Fraahatd busdmgs —guRt S0 vadry
Lsnarain iene §nd buildmgs = 0w T IRESE 18770
Plart ams Mschinary —over § ta 15 vesrs

Dlptieras Jen-armnemEn §F e
Sosamment grasts on capasl excendrtuns are Crediten 10 § SEtErTE BCEDUNT BN N FRISEEED 0D NEeEIUE
crver the azpactid usel ol ite af The feidvEr BRLET Dy SOl BFLEE BTG T

Grmney of @ revarue nadure are crednied o AeSmE in 1l DErSd 1D Wi TRy’ FElEDE.
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Srsen N NLEE0 KT TNE lewer of comt and ren realisabes veiue s folicey
Com ingurred 10 BRnging sach produds 1S (8 prERERT ISSE0I0N R0 conditon

RiEw MEEFEE = pUTCase Cow on B firgd-in, Bres-out badia
B i D — coid of direst mEtenEls ard labear plus BnTibuiabes overhasds Dasad 6f 1he

wrd Tiripid gonds rarrmal lasal of Botivity

it realiessis valus s Desed & animEss sHling price Bas lurther Coste sxoecied 10 De Scurred 1o eame
peklicr Bnd disoosal.

LEMQ TR COMTECT WOMK-iR-NOQress @ matec &1 cost (as defwwed aboval ous Sfnbutsble prohies
EsimADEd f0 b samed G0 date Dased on the Fage of cOMpEIton, (ERl prOvisan 100 BNy OnOwen oF
articiastes ioEiee. and DEYTEIEE Of BESOURT FECRIVEN ISd FaCEiVEEia

Pl £ 1 TR e il 0 TV
Bassirch ard develobment sxoenditure i watien 5 B s el

Coplwerail TRENTION
Cabarietl xEEah 8 Browioerd 6F 1he DIk PECnog oo 300 akar term nreng crdferences. FrowBon i@ B
mE0a FOr long e Gming oitterences. sacept for (hase whnich Bre NG1 AX0ected 1o nnosras o T ful.

FaFesgn SLUFTERESEE
Gapate and hapivhes deromeagted o0 lpdegs cureancwl irs Irafdissed & the e of eectnge nuling ot
Th DEIBAEE BB OIS

Trensscsiong in fonsgn Gurmenc ioe a0 rEcardes BE M nEie rulicg of 1he dEne of ™8 TREARECTon

All difterarcad are TaLEn 15 TRE probn and lose account.




2. Bank loan

The long tem Gank oen beam @enest 4f B% per arnum end o EDEvEBlE A snousl s ireens ol
£2 500 cormmemncing Ocnbar 31, 13X3.

18%1 - e
£ E
AMmBune FepayEElE within e vasrs 12 B00 18
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C17. 804 £ 800
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eGSR N dab1oFE 4 B oumEk-loEn Do B direszed, . Archar. 1T I8 Bn insEreEst fres saEson hokai loan
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19X1
Arrau SUERBRing BE ana of The wear EB50

Saonrmiem pupItanding during Ve vear £310




Draft Statemant by Directors as proposed by the Institute of

Chartered Accoguntants in England and Wales

The statement would be signed by all the directors, acknow|edge
their responsibility for the accounts and state in particular

that:t

(a)

they are entitled to rely on sections Eo of
the Companies Act which permit unaud|ted accountas
to be laid before the members in general meeting and
to be delivered to the Registrar of Companies In the
fermat prescribed for small companies:

the accounts have been prepared from the company's
accounting records so as to be in accordance with
achedule of the Companies Act ;

for the vear ended Lhe company's accounting
records have been kept in accordance with section 221
af the Companies Act L1985, and in particular include
all its transactions;

the accounts were prepared to give a true and fair
view and in particular, all ressonable steps have been
taken before the sccounts were made up tot-

ensdure that all known bad debts have bemnp
written off and that adequate pravision has
been made for doubtful debts;

ascertein the stocks and work in progress;

Iinclude a1l assets and ligbilities, other than
thoee of a contingent nature which are ashown in
note T

v@lue the assets and |iabillties in accoardance
with the accounting principles and valuation
rules set out in Part [1 of Schedule & ta the
Companies Act 1985,

Making the statement recklessly would be an aof fence.




ANMNEX D

Draft Statement by Reporting Accountant ss Proposed by Instituts
of Chartered Accountants of Scotland

"ACTDUNTANT 'S5 REPORT TO THE MEMBERS OF .... LIMITED

The financial statements on pages to have been prepared (by me)
from the company's accounting records and other infarmatlan
supplied by the directars.

On the basis of the information supplied to me by the directors
the company is, in my opifnion, a small| gwner-managed company as
defined in Section .... of the Companies Act 1985 and the
members have resolved that mo sudit is required, aa permitted by
Section .... af that Act.

[ have not carried out an audit and thus restrict my apinion te
report that an Ehe bssiz of the infaormation supplied to me by
the directors the farm of presentation of the financial
statements, which are in accordance with the sccounting recacds,
and the accounting policies adopted are consistent with the
requirements of the Compenies Act 1985."




DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET
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Epcrmary of Stare for Traoe and nausiry

5 November 1985

The Lord Young of Graffham PC

Becretary of Btate for Employment

Departmaent of Emplovment f Q
Caxton House [ ] q
LOWDON N
EWLlH 9NF

Dl

GOVERNMENT SUPFORT FOR LOCAL ENTERPRISE AGENCIES

Thank you for sending me a copy of your recent minute to the Prime

Minister in which you enlarged on the proposals contained in your
previous minute of 16 September.

I welcome your proposals as a constructive means of helping in the
provision of support and advice to small businesses, I note that
the scheme will be administered by your new Regional Enterprise
Units which will be taking over a role which it was originally
intended should be undertaken by the DTI's Regional Directors, I
am sure the units will provide an admirable means of drawing
together the various threads of assistance to the small business
sector. I do hope however that in doing so they will not overlook
the broader economic picture, and that they will work clesely with
my Regional Directors as well as with the various bodies referred
to in paragraph 7 of the note attached to your minute in helping
to co-ordinate the Government's activities over the whole range of
assistance to industry.

1 am copying this letter to the Prime Minister, members of EA,
John Moore; and 5ir Robert Armstrong.
\_Z_, Pl

LEON BRITTAN







Secretary of Stake

SUPPFORT FOR LEAs
Bull points Lo make;

= E{AR) agreed the principle on 15 May. Your remit was to
go away and " consider further what minimum level of
government support will be needed to establish viable
agencies in areas where the local resources of finance and
entrepreneurship have found to be inadequate".

- You have now done this and have agreed the funding with the
Treasury.

= the current package is the best you can get

- the richer agencies will not gualify (only
about 180 out of 300 will) and these will
need to provide a good business plan,

-money will be levered out of the private
sector by the principle of matching funds
and publie support will be phased out over
a 5 year period

= the current line being taken by the Policy Unit is
mischievous. They were on MISC 108 and signed up to the
package like everyone alse without dissent. Their idea of
using BES is a nonsense

= LERe are not equity based companies and
their sponsors would not gqualify for BES
relief

LER sponscrs already get tay relief on
their support

their further idea of privatising LEAhs
18 also a non starter. They are not
profit making and that is cne of the
reagsons why private pector companies
put time, money and pecple into them.
Profit making bodies would beluws- et

Irwedy—ha attract such gponsors.

= the need to give the LEA movement a clear signal that it
has a long term future is now urgent
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-1$ie LOCAL ENTERPRISE AGENCIES

1f we understand David Young's plan correctly, it would have
the following effect:

Enterprise Agency A is highly successful, and has a
private sector income of £100,000 pa. It therefore

receives no Government support,
=

Enterprise Agency B is lousy, and has total
non-Governmental revenue of only £40,000, of which
£20,000 comes from the local authority. But it
hires a good consultant to produce a plausible
‘business-plan', sufficient to dupe the overworked
PerEIEEE running the relevant Regional Enterprise
Unit. It therefore receives €20,000 of government
support. Wy LT

This sounds unfortunate,

We continue to doubt whether Local Entrprise Agencies are
——r—

worth subsidising at all. As E{A) originally recognised,

those that provide a useful service are likely to attract

—_—

sufficient funding from the private sactor. Giving

Government money to those which do not attract such Private

funding avoids 'deadweight' only at the cost of providing

—

almas for deadbeats.

j;Lnrhm{L.a more sensible step might ba to relax the conditions of the
sl ki ok Business Expansion Scheme, making it easier for Local
Yfan wo Enterprise Agencies to raise venture capital from private

Pk hef Anvestors and to use this in support of new businesses.

hfes i
o L




We recommend that you should raise these points with David
Young at the jobs meeting on 7 November, and that you shouald
—

not agree tea his proposals unless he can produce a plausible
argument at that meeting.

(-’I“ Ll

OLIVER LETWIN
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GOVERNMENT SUPPORT FOR LOCAL ENTERPRISE AGENCIES 24 s,

1 Tour Private Secretary in his letter of 23 Saptember aet
out a number of questions on the proposals in my earlier
minute of 16 September. Very briefly the answers to your
questions are as follows; the attached note sets out my

reasoning in more detail.

2 Only Agencies with an income of less than £60,000 will be
eligible for support and the level of individual funding will
be further dependent on the private sector support they
recelve and the quality of their business plans. 0On this
basis we would expect no more than between 160 and 180
Agencies (out of the current 300) to be assisted with grants
of up to £20,000 each initially. This should desl with the
main aspects of deadweight which concerned E(A).

3 I am allocating to this policy £23m & vear in 19B6/B7 and
1967/88 out of the addltional bids agreed durilng the PES
round; I fully expect it to be sufficient but if demand were
to prove stronger than envisaged, the grants would be rationed
more Lightly to Keep within that figure., The assistance would
terminate after five years, with lower levels of expenditure
in years 3-5 in order to lever money out of the private
sector.

CONFIDENTIAL




CORFIDENTIAL

Yy The scheme will be administered by my new Regional
Enterprise Units, which I announced at the Party Conference.
Overall, the Units will cost about £400,000 p.a. but only a
small amount of that will be attributed to LEA funding since
the Units will have wider responsibility for promoting cur
small firms, tourism and enterprise policies In their region.

5 On the Small Firms Service (S5F3), I recommend that we
should review its activities once our funding poliecy has been
running for two years and has had an epportunity to build up
the LEAs. This accords with the poliey agreed in MISC 108.

In the meantime, I will be encouraging the SFS and the LEAs to
work more closely together. 1 would not want to make any
public announcement at this stage about the future of the SF2
since it would run the risk, as Norman Tebbit recognised in

his letter of 18 September, of giving the wrong signals to the

gmall business sector.

B I would be grateful for your agreement to these proposals
although I would propose leaving any public statement until
after your review with myself and Kenneth Clarke on 7 November

of new measures for encouraging enterprise &nd employment.

7 I am copying this minute to members of E{A), to
John Moore and to Sir Robert Armstrong.

DY
2.7 october 1985

CONFIDENTIAL
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GOVERNMENT SUFPPORT FOR LOCAL ENTERFRISE AGENCIES

1 The MISC 108 report, discussed at E(A) in May, =et out
tha bazic rationale for the soheme = that the Local Enterprise

Agency (LEA) movement has proved a successful grass-roots

approach to supporting local businesses, that the best LEAs
have been very effective in job ereation, but that too many of
them remain limited in their capabilities or uncertaln of
their future because of the difficulty of securing sufficient
private sector backing. DTI's pump-priming funds (some
£175,000 for the whole of England was budgeted for the current
financial year) have helped to establish a wider LEA network
but are not encugh to secure itz continuity or to persuade the
private sector to play its full role.

£ MISC 108 concluded that what was needed was the provision
of a higher level of Government funding for enocugh time and
with encugh inducements for private sector matching to create
by the end of the pericd a viable national network which would
then survive withoubt further support. Wilthlin that, the dual
aim was to ensure the continuing wiability of the stronger
agencies and to bring the most promising of the weaker
agenclies to the point where they could offer a service good

enough to attract adequate local private sector funding.

3 The scheme outlined in the paper =ent with my minute of
16 September is intended to meet those objectives, while at
the same time introducing the greater element of additionality
which E(A) wanted to see. In particular it concentrates
support on those agencies whose current annual income is
insufficient to support the range of servieces which they
should be able to supply if they are to be [ully effective in
meebting the needs of asmall buszsiness within their territory.

CONFIDENTIAL
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Funding

] In more detail, within an annual ceiling of £2} million,
up to E20,000 a year initially would be provided to those LEAS
in England which meet the oriteria proposed - that is, that
their total annual operating budget does not exceed EG0,000;
that they can at least match the sum provided by Government
from private sector scurces; and that they have put forward an
effective business plan and future Tunding strategy. The
business plan would need to cover the range of services to be
provided by the agency - such as initiatives to bring together
potential investors and small firm= - and it would not be
sufficient to offer only basic advice and counszellinpg. On
this basis, the LEAs which c¢ould qualify for the full £20,000
would be those with not more than £40,000 annual income from
other scurces, of which at least £20,000 was from the private
sactor. Qualifying LEAs with an income between E£40,000 and
£60,000 or with private sector support of less than E£20,000
would have the Government's contribution reduced from the
£20,000 level accordingly = in the one case to keep the total
income below the £60,000 level (otherwise it would be unfair
to LEAs precluded from support by the £60,000 limit), in the
other because of the matching principle.

5 Fresent information suggests that about one-=third of the
300 agencies currently identified by the Department will be
ineligible for support either because their current income is
in excess of £60,000 {(and thus they are in less need of
support) or because their structure and funding puts them
outside our new arrangements, even as special cases. (See
Para 8). However, a number of potentially qualifying agencies
will be in Scotland, Wales or HNorthern Ireland where different
arrangements apply. It is therefore expected that only some
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160-160 English LEAs will be in the running for support
initially. Given that some are likely to fail to produce
adequate business plans and that others will not gualify for
the full E20,000; the maximum cost should not exceed

£2%f million in any vear. This is the level for which PES
cover was obtained for 1986/87 and 1087/88 in this year's
bilateral discussions, with lewer figures for subsegquent
years, as described below. If demand were to exceed provision
in any year I would expect grant levels to be rationed
accordingly.

Deadweight

-] This approach aims to deal with the main aspect of the
dead weight problem which concerned E(A) - ie the faect that
some LEAs are obviously well supported and do not need help.
It also deals with the need, which concerned the Fimanclal
Secretary in particular, to ensure as far as possible that

Government support 1s matched by new private sector money.

The proposal to taper the Government funding over the five
years (a maximum of £20,000 per agency in the first two years,
falling to £15,000 in the third year and to £10,000 in the
fourth and fifth years), and to increase the gearing of
matehing funds at the same time, aims to ensure that new money
is drawn out of the local community as the Government
commitment reduces. Total expenditure should therefore be
contained within lower figures after 1987/88 - about

£1.9 million in 1988/89, falling to £1.25 million for 1989/90
and 1990/91 and then ceasing completely.

Administration

T In my minute of 16 September, I said that the
arrangenents for vetting and approving applications for
support were being considered as part of the review of the
effects on DE structure of taking over DTI'a small firms

activities. That work is now completed. As I announced at
CONFIDENTIAL
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the FParty Conference, I am setting up Reglonal Enterprise
Units to support the seven MSC Regional Directors who act as
my representatives in the English regions. The Units will be
led at Prinecipal level and thelr role will be to promote our
policies for small firms, tourism, enterprise and deregulation
at the regional level, working closely with local industry,
Tourist Boards, Chamberas of Commerce and so on.

g They will therefore be well placed to administer the
support to Local Enterprise Agenclea and to advise the
Reglional Directors who will normally take the final decisions
on funding. (As the note with my minute of 16 September
explained, in cases where assistance to an LEA might be
Justified exceptionally in spite of a shortfall in private
gsector funds - eg in some inner cities or rural areas - the
Reglonal Director will be required to pass his recommendation
to Ministers here for decision.) I expect the administrative
costs of the Regional Enterprize Units to be some E£400,000 a
year. However, only a =mall part of this coat will be
attributable to the administration of support toe LEAs.

Buzsiness in the Community (BIC)

G I believe that BIC will be able to play a substantial
role in getting this scheme off the ground, both nationally
end regionally. In particular, I would hope that their
regional staff eould help LEAs prepare their business plana
and I will loock to them to take the lead in encouraging local
support from the private sector on a rising scale. Stephen
Q'Brien's recent letter to you (while it contained some rather
over-optimistic estimates of the amount of public support

currently going to LEAs) may nevertheless offer the
cpportunity to set BIC this challenge for the future.

CONFIDENTIAL
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The future of the Small Firms Service

10 It is clearly right to look again at the role of the
small Firms Service in the light of the support offered to
LEAs, whioh have a similar role in sdvice and counselling.
Onece established on the more professional basis that
Gevernment support is intended to achieve, they should in the
longer term provide the main support for small firms in
England and they should then become the natural focus for a
Wwide range of local services - financial, advisory and so on =
which other pecple or organisations can offer. But, as was

agreed at E(A), it would not be appropriate to run down the

Jmall Firms Service immediately since at present the LEAs
provide only patchy coverage of uneven quality and immediate
run-down would therefore leave a considerable gap in the
provision of advice to a sector that Government i{s most
enxicusa to encourage. Such action would also send entirely
the wrong signal to the small business world. It is proposed
therefore to proceed, as MISC 108 recommended, to a review of
the provision of small businesz advice at the end of the
second year of Government support for LEAs, with a view to
identifying what the future role for the Small Firms Service
might then be. Meanwhile no announcement should be made about
the Service's future, beyond encouraging the two networks to
operate 1n the closesat co-operation.

CONFIDENTIAL




2 MARSHAM STREET
LONDON SWIF SER

01-212 3434

My ref:

Your ref:

L\t September 1985

L]

Thank you [or copying me your minute of lEJEEPEﬁEE;; to the Prime
Minister covering your latest proposals oh cal Enterprise Agencies.

You have my letter of 20 August commenting on an earlier draft anc Yyou
will have seen my exchange with John Moors. You therefore know my
concern that we should incorporate sufficient flexibility in working
up the proposals. 1 accept that the provisions of paragraphs 18-21
provide an important element of that flexibility. But, more generslly,
1 suggest that the operation of the scheme should be kept under
regular review to ensure that it is meeting our objectives.

You refer to your forthcoming PES bilateral. In the case of oy
Department's spend, the curreat procedures for Urban Programme EUpROE L
for LEAs will be maintained in 1986/7 and therefore a proportion of UP
regources will be committed accordingly.

I am copying this to the Prime Minister, E(A) Colleagues, John Moore
and Sir Robert Armstrong.

KENNETH BAKER' —

The Rt Hon Lord Young of Graffham







10 DOWNING STREET

From the Privete Secrefary 23 Se pte mbar 1985

GDUERHHEHT“EUPPDET FOR LOCAL ENTERFRISE AGENCIES

The Prime Minister has seen your Secretary of State's
minute of 16 September, with its attachments.

The Prime Minister would be grateful for a more
comprehensive and detailed explanation of the revised
proposals for Government support for Local Enterprise
Agencies. This should, among other things, include
proposals for the administration of the new scheme, together
with detailed costings, It would also be helpful to have a
fuller explanation of how the new proposals will avoid the
problems of dead weight identified by E{A]}.

The Prime Minister recalls that the proposed national
network of LEAs would increasingly take over from the
small firms service the function of providing the basic
advice and counselling for small businesses, She has asked
how the revised proposals on LEAs are intended to fit in
with the small firms service and what plans there are for
phasing out the service,

T am copying this letter to the Private Secretaries to
the members of E(A), the Financial Secretary (H.M. Treasury)
and to Michael Stark (Cabinet Office).

“
ot i B
[ty §a

B!

DAVID NORGROVE

Leigh Lewis, E=g.;
Department of Employment.

CONPIDENTIAL




PRIME MINIETER

GOVERNMENT SUPPORT FOR LOCAL ENTERPRISE AGENCIES

Lord Young's minute of 16 September (flag A) sesks your
endorsement for revised proposals for a network of Local

E;Eétprise Agenciezs [(LEAs). You need only read the covering

minate itself and perhaps the summary of recommendations.

-

Several colleagues have written in support (letters below -
noe need to read) though the Treasury and to a lesser extent
Mr Tebbit are doubtful about the extent of the Government

—

financial assistance which Lord Young proposes.

The Policy Unit {flag B) have more fundamsntal doubts.

e

I believe this has now advanced to the point where fundamental
doubts are too lake: BElA) has already endorsed the

[
recomnendation that a natlonal network of LEAs should

increasingly take gver from the small firms secvice the

function of providing the basic advice and counselling for

e

small businesses.

i

The main doubt now is about the total cost and where the money
. St e e :
will come from. Lord Young's minute does not give a total

cost: he knows the public sector game and is looking for

—_—

endorsement of the policy by tndayj without figures, leaving

money to be discussed with the Chief Secretary at his
bilateral on Monday.

DE put the cost of Lord Young's proposals at £im. in each of
the next two years;, declining thereafter. Thé=%}eaﬂury want
to put a limit of %EEE In your summing up in May you pointed
to the arban programme, @EE, and EEE programmes as potential

—

—
gources of the necessary funds.

—

I suggest you might:-




Agree that the proposals are an improvement on those

=

discussed by E(A) in May;

Ask fFor a further report in due course on how the

scheme will be administered (the Policy Unit are

‘concerned that it might be administered in DTI bacausa

that would bias it towarda manufacturing industry);

-

Nota that the extent of resources to be made
available; and their source (for which some
possibilities were menticned in your E{(A) summing up)
will fall to be discussed in the Survey.

for me to write as above?

==
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PRIME MINISTER 20 September L1985

LOCAL ENTERPRISE AGENCIES

We belisve that it would be rash to agres to David

—— :
Young's uncosted proposala in advance of the public

expenditure round. To do so would be, in sffaset, te sign a
blank cheque which the Chief Secretary could not prevent

Pavid Young from drawlng.

e have, in any o . i £
We h ' any case, severe doubts about the efficacy
e ———

of Local Enterprise Agenclies. Before beling allowed to

— —

—

proceed with any scheme, Department of Employment should be

asked to produce both detailed coatings for the entire

e ——

opaeration and evidence that BEnterprise Agencies have

e

"9 actually been affective in creating new jobs,

p——

It would be absolutely catastrophic to give control

over the funds to DTI's Regional Directors: this will

—— i

virtually ensure a blas in favour of big manufacturing
business and against the job—creating service and small
business sector. A sensible system of administration needs

o be worked out before approval is given for the policy.

There is also no evidence that the new proposals will

actually avoid the deadweight problems identified by B(A).
e ——

Further details are needed.




We recommend that vou should:

write to David Young, requesting further spacification

of the proposals; and

make clear that any consent will depend on the outcome

of the Public Expenditure Survey.

OLLL .

ODLIVER LETWIN




DEPARTMENT OF TRADE & INDUSTRY

GENERAL POLICY DIVISION
Room &35
Telex BE1107T45S
Telagrara  Advenmpgas London SW1
Telephors  Dirsct Ling g1 4043
Switchboard  01-215 TETT

1 Victoria Street London SWI1H OET
Anywer Back DTHO G

Ta all recipients of caoples
of gpeeach material an competltion
palicy

There was a typographical srror in topic no.
undet

caovar of Mr Fletcher's latter to the Chencellor of 28 Juns.

B of the spesch materdisl sirculated
The figure

for investment in the penultimate sentence of that item should read £100s

not £lm.

4 corrected sheet is enclosed for substitutiocn in your sets of material.
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Topic HNo 9

Small Firms

Central to the development of a more efficient, competitive and
prosperous economy is the Government's policy of encouraging the
setting up and growth of small firmg. Small firms are a major
foree for competition and flexibility. They provide diversity of
supply, and broaden thea choices available to consumers. The
Government has therefore sought to help small firms overcome the
disadvantages of smallness by removing those distortions in the
economy which have discriminated against small firms. A major
plank in this poelicy is the reduction of burdens imposed on Eirms
by legislation and bureaucracy. Employment legislation has been
aased, planning procedures have been simplified, and a major
review of burdens over 7 Government Departments has just been
completed. GBmall firms alsc benefit particularly from the
measures we have taken to improve the flexibility of financial and
capital markets, Of particular relevance to small firms is the
Business Expansion Scheme which encourages small eguity
investments. Last year more than half of £100m invested under the
scheme went to new or young companies. The encouragement of small
businesses is also important because of their major potential for

employment creation,

Contact: Roger Allen DTI Tel: 215 4049

July 1985




2 MARSHAM STREET
LONDON SWIP 3EB '
01-212 343%

My ref: J/pS0y15830/85

Your rell

25 July 1985

PoriAuscll
SMALL FIRMS SEMIMNAE BY MPs

My Secretary of State has now seen a copy of your Minister's
letter of 4 July and the draft letter to MpPs. I have also
received a copy of Alex Galloway's letter of 12 July.
i

We fully support the approach outlined, but we would like
to make a Ssuggestion for inclusion in the proposec lecter
to MPa. I+ weild be usaful teo menticn, for those MPFs with
rural costituencies, the work of the Council for Small Industries
in Rural Areas. CoSIAA, as the main agency of the Development
Commission, offer a comprehensive range of technical, managerial
and financial advice and assistance, together with training
courses, feor amall rural firm= ir England, &and can Aact as
a lender of last resort. They operate through a network
of County offices and their County organisers might wall
be able to attend appropriate locally-organised seminars
and describe the services they offer.

Perhaps vou could incorporate a suitable entry ameong the
list of contacts ia the fourth paragraph of your draft letcter
on the lines of:

(ix) In rural area=, a representative of the Council

for Small Industries in Rural areas (CoSIRA) - wheo offer

a wide range of services particularly technical, managerial
and financial advice and assistance to small rural

firme. A list of CoSIRA county offices is attached.

Dfficials here are in touch with the Development Commission
to alert them to this.

I am sending copies of this letter to Alex Galloway and the
recipients of his letter of 12 July.

hfbn#*' -

Ko Yo

A H DAVIS
Private Secretary

Miss Annabel Goulding
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Cowsiy Committes of CoSifA and numity {0 Tices

CoSilR A has sqabbiched over a nemker af wears ch ny lour county hazed Committess of voluntary
members with wnmable gipericse loa Islmest 2na nfeghve who supparn and promede (b werk af
CoSIRA. There are abva SuheCommBras far the l<le od Wipht and Clevelsnd, Liaisoa with (he Board of
Dharectors is moenitgingd thiough the Boand member wih special mespiEnsfuliny for the enandy

LaSIRA" thiny are affices are zrowped in regicns Foe sdminisiration. Each fegion = maneged by 2
Fegional Conzroller bassd al ooe of the Counly Oifics ;

Pt L]
Lowair

"Ciembria

Lharham

Chaurman

Mo M E O'HBrice Ma
CErmp MI Mech E

e T Swan
{Mr P O Woodward JP
FRICS el Seplember [924)

Cleveland SuboCommines Sr 1 B Koherian

Humberside

Lancashirn

Morhemberland

Menb Yorkshirs

West Yorkshaiz

Soulh ¥orkshire

Fazr
Leiesarrkire

Cambridesshine

Lincalmshdre

Marfalk

Monhempeonshire

Mpttinghamahire
Suffolk

28

Clir & Hixckboum
AMIEA MIRTE

Mir E I Sharp
The Loed Shonlewosth {oni
Seplember 1983

M § Feaung 1F

(Lt Cal H Crossman (wail
Cietaber |521)

Mr M G Foster JP

Mr M Buckley

The Hon Meil Tummer MBIM
PGread, Dip FGA ARICE

Clir B B Angrave

M [ M Purdy
RIEA, MRTPI

Mr % B Hedicy-Lewis, FCa

Mr B E T Gumey IP
ARICE

S J R Dove FCA AT
(Mr P Chapman OBE
until Sepeember 19843

Mr C B Bear LLE

Mr'W I Badpe DL
(Mr I I Sarginson andil
Jsnuary 1984

Addrass ol Caniy iKfce

CaoSIHA, Ullswaler Road,

Peanth, CAIT TEH

Tel: { Pearith) HT6EE5753,3
CoflR A, Morion Foed, Digdingion,
Lo Drucham, DL 4PT

Tek iDarlngion) 4325487113

CollFa, 14 Market Plaos, Hiwiden,
Gonle, M Humbemside, 1% 14 TBT

Tel: (Howdan) 0433138

CoSlRA, 15 Victor Raad, Fulwosd,
Preson, PR2 415

Tel | Preslisn) 077 2-713038

CoSIEA, Nenbumberland Busipes
Cenice,

Seuthgate, Marpeth, NEA] 2EH.

Tal: {Morpech) B670-55E07 ar 514343
(vis Business Ceptee)

CoSIR A, Ths Lodgs. 21 Frant Sizeet
Acomib, YVork, YOI 3BW

Tel: (Wark) £904.751238

CoRlR A, Council Diffices, ¥ork Sreeet,
Sarnzzy, Seuth Yorkshire, 570 18D
Tel: {Ruroaley) 226386041 Ext 48]
See Weil Yarkshire

CuSIEA, Chancel House, East Street.
Binghara, Mots, NG DR

Tel- (Bangham) (R49-39322 /3
CoSlRA, 24 Brooklapds Avenne,
Cambridge, CB2 28U

Tel: (Cambeidac) G22:354505
CaSIRA, Council Offices, Easipale
Sleafend, Lincs

Tel: (Sleafordy 05219303241

CosIRA, Auzusine Steward Thovse,
4 Tombleed, Morsich, MRS IHF
Tel: {Momiich) S603-14408

CoSIFA Huenshiery Hill Faom
Huansbary FLll Farm Rasad,
Morhampion, NS QDX

Telk 'HI."TJ"...I:I.PI,I,I.].I =653 T4

Sze Lelcesicradure

CaSIRA. 25 Fizh Streer. Hadleinks
Ipamach, IPY SAP

Telk {lpswich} (4T3-827R93
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Cemuniry
Bwlfedshire &
Hertfordskire

Esses

Haispesire

lsle of Wigh

Sub-Cammines

Koemil

Cinfprdshire,
Buckinghanshice
Berksiire

SUATEY

Suszex

Wer
“Chezhire

Chdirmgn

MrJ Beoomlsld
i3 B OCurketl entil
AuEosk DFas)

Th= Han B 11 € Mevilie
DL MA (&8 N W DPedbey
until Fuky 1984)

Alr B Chesier A

l;:‘-.1r 54 % H O Wallord
ekl Chetobey |HEa )

Sir John MNehokon

Hx KBE CIE

B [0 W Barham FRICS DL JF
{Mr G L Hoosos (ancil Moy 1 5985)

Br DA W Black Ca MBIV

ivir O A M Oeddes

Li Col W K M McKee TD IP

Clr M 5 1 Mahfield P

Mr H Caller BA

Dap TP FRTFl FRGS
(M B H Stapleton
untel May 1954)

Mr A Swindall Diio
TF FETPI ARICS
[The Lady Dighy
andil Diptember 1984

Mr P 1 Ficid

Professar O F McDanic
Dip TP FETPF DPA

Addresy af Cowmre (1 Ace

CoSlR A, Azriculiis Hoese

55 Galdireian Rosd, Bedlford

MEAD I L)

el [Hediard p [T 251381

CaSiRAL Hevs Sroll Business Cemtre,
lay Lane, Braimiscs, Exsen, CMT 68T
Tel: (Braintres) 9376-47T62%

CislRA, Mortsgate 'face. Saple
Ciardens, Wincheser 5025 E5R

Tel (Winchestar) bIel-54747
CoSIRA, 6-7 Town Lane, Pugw Pt
Isle of Wichi.

Tek (MNewpen) dHai-4230019

ColSIRA. § Romne: Place

Madsions, MEIS GLE

Tek (Muidsiane ) Uo212-65312

CoSlEA;. The Mulungs, 5t Joha's
Fonad,

Wallimglord, Oxon

Tel (Wallinglfard y 0491 15533
CoSIRA, 2 Jenner Bpad, Gusidiard,
Surrey, GUI 3K

Tel: PGuildiond j (833-3835%

CoSlRA, Yussex Howse, 212 High
Stree,

Lewes, BT INH

Ted: {Lewegs) 0273-471399

CoSlRA, I7 Viclons Park Road,
Excier, EXI 4NT

Tel: {Exeber) B392-51506
CoSIRA, W Bed'and Foad,
Brusied, B50 6Y1L

Tal: (Brstal) 2272-7313433
CaSiRA, 2nd  Floor.  Highshors
Hiuse,

Mew Bridze Street Trora,
Comwsll TRI 2Aax

Tl (Trura) CE73.7353 0 or 73251
CoSIRA, Foom 1211, Wimg O,
Governmen: Buildiazs, Prizee of
Wales Faad, Dorchcsier, Dorset
Tel: (Dorchester) CRlG-aE35%
CoSIEA, Ma 1, Th: Crescent,
Tawntom, TAl 4EA

Fel [Taumion] (823-7ThH1E

CoSIEA, (4] Castle SanseL
Selishury, SP1 3TP

Tel: [Sahsburv) 7ZZ-336233 Ex
1527313

CofSIRA, Strcklznd Hiuse, The
Lawms, Fark Stzeel Wellinpion,
Teliord, Shropshies, TFI1 3RX
Tek (Tellordp 8SI-1TiR] /203
(Wl 1T Nowdmbsr [
CoSIRA. 6 Shropshire Sareel,
Audbern, Chesshine, CW3 HOY
Tek: (andiem) (2702120102




Cosriy CRiairmmh Addzers of Craanny Odfice

Dierteyshire Sz L Cnawiher CoS A {hurch Sical
ML, Chrg, MREAS Wirkswarth, Dechy, 1k4 4B
Tel; W igs swarth ) D8I E2-AE1
Cilmapatenhire Bir ) Watkman M CoS[R A, 24 Hellc Vue Terrace.
I %0e BB Graflisha 30 PLL Malveri, Waics, WHI14 4PZ
wntil July 19434y Tel: (Malveron) Gaba5-0hi00
Herelord & Ar ) M Carpeniet See Oloucriemhine
Wl ctahisre
S ifToedire S8 1 G Bamfiord BA See Cheshaie
(CIEr Flood until August 19E3)
Warwack:Mife Lar | G Gigb=son CoSIRA, The Abbaiadond, 10 Market
Fhid BSg i Ecom) Plice, Wepwick, W34 251
Tel {'ﬂ'],r'.l.l:_‘k| 263503
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NORTHERN IRELAND OFFICE
WHITEHALL
LONDON 5WIA AT

SNCRETARY OF STATE
FOR
HNOBETHERN THELAND

i SCTetar] :f =tate for Employment

The Rt Hon Leoid Young of Graffham PC

axton 31
1anill =
LONDEE S

treet
Wl 20 September 1985

[
GOVERNMENT SUPPOET FOR LOCAL ENTERPRISE AGENCIES

With your minute of 16 September to the Frime Minister you cir-
culated revised proposals for Government support to Local
Enterprise Agancies. I welcome the proposals vou have circulated,
in particular the emphasis they place on a realistic business plan
and on co-funding with the private sector.

I think you are awarz that Northern Ireland has had in place for
some time its Local Enterprise Programme which has similar obhject-
ives to your proposals but which is tailored in its application to
the smaller and more dispersed communities in the Province. The
Local Enterprise Programme has been very successful in its first
vears of cperation in Worthern Ireland.

Copies of this go to the Prime Minister and copy recipients of

minute.

TOM KING

(Approved by the Secretary
of Stata and signed in
his absancea)

CONFIDENTIAL
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GUVERNHERT SUPPORT FOR LOCAL ENTERPRISE AGEHCIERES

wiald like to cobinent

Minisler in which you ask

oy Loday .,

MAFEF Trelate nai nly to rural LExs and I 2har =
-ahcern Lthat the scheme should allow suffied A
PlexiDlility to gater for such & JENCIeS i Lbnhdergatand that while

ime rural EHAE takxe in small ES medlum S3irsd BOUNEEY Cowng.

a5525L the development of  pokets of local  troral

ouild play 2 vital

are entirely rural and have been eslablished by businessmen
ARIEN LY PES dosa Py our
sCimulating the rural EConomy . 1n the areas Ehey seryvae

Il thererore fully support the proposals in paragraph 19 of the
paper attached to Pavid Young's minute. In my wiew, it ig most
WOrs 1 close touch with Ehe

1t that rural LEARs should work jampe

pirent Commission and CoSIin.

Lig

¢/ JOHN SELMYN CUMMER
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COVERMMENT SUPPORT FOR LOCAL ENTERFRISE AGENCIES

Thank you for cap}ing to Nicholas Edwards vour minute of 16 September to
the Erime Minister seeking comments on the revised proposals for providing
Government support to develop a network of Local Enterprise Agencies in
England.

I can confirm the views expressed by Nicholas Edwards in his letter of

21 August 1985 that we would net wish to disturb the system already
estahl ished in Wales. We shall, of course, watch developments in England
ko ensure that there is no serious inconsistency of approach. I note that
the revised proposals now have sufficient flexibility to cater foc
exceptional cases,

1 am copying this letter to the Prime Minister, other members of E(A), to
John Moore and Sir Bobert Armstrong.
)f_;n.-- Prriia it
&
Py

-

¥

Vi

AR ol sort
‘_f

Wi BOBERTS

(Dictated by Mr Robects and
gsigned in his absence)

The Et Hon Locd Young of Graffham
secretary of State for Employment
Department of Employment

Caxton House

Tothill Street

London

SvilH S9HF




Ministry of Agricultura, Fisheries and Food
W hitehall Flace London SW14A 2HH

B WJ Hormington Esg

Private Secretary to

The Rt Hon Lord Young of Gratffham

secretary o S5tate for Employment

Department of Employment

Caxton House

Tothill Street

LONDOHN

SW1H SHF 20 September 1985
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fav
LGOVERNMENT S5UPPORT FOR LOCAL ENTERPRISE AGENCIES
I am sorry that we omitted to discloze details of copy recipients
of my Minister s letter of 20 September to the Rt Hon Lord Young

of Gratihnam.

Copies of my Minister's letter have gone to the Prime Minister,
Members of EA and Sir Robert Armstrong.

I have copilied this letter to tha Private Secretaries to the Prime
Minister, Bir Robert Afws*rﬂ1c and Members of EA.

”m‘mg q,-if“ Lﬁﬂt‘lﬁ
| > Flrms

SHIRLEY STAREG (MRS)
PRIVATE SECRETARY
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Trﬁ'.:mur}' Chambers, Parliament Streer, SWIP 3AG

The Rt Hon Lord Young of Graffham
Secrotary af State

Department of Employment

Caxton House

Tothill Street

London

SW1H 9MA

lq September 1985

L Deid

GOVERNMENT SUPPORT FOR LOCAL ENTERPRISE AGENCIES

=
-

four minute to the Prime Minister of 16 September seeks
colleagues' endorsement to a revised approach for encouraging
the development of a network of local enterprise agencies.

I welcome many of the features of the revised proposals
such as the stipulation that only agencies with an annual
operating income below a specified level per annum would
be able to apply for funding (and would not automatically
qualify for support) and that successful applicants would
need to have put forward an effective business plan and
a funding strategy to lever funds from the private sector.
Clearly careful selection between applications would be
necessary to ensure that any Government money that is
available is used in the best possible way and is not
replacing existing private funds.

Your minute referse to ocur forthcoming FPES bilateral
on 232 EBaptomber. The original propo=al in the MISC 108
report had been for £5 million of expenditure on LEAs in
the first year. Against the background of the
Prime Minister's summing up in the EA minutes that "further
consideration be given to what minimum level of Government
support would be needed to establish viable agencies in
areas where the local resoUrces of finance and
entrepreneurship had been found to be inadeguate", John Moore
wrote to David Trippier (on 22 July) suggesting that
£2 million ought to be the maximum limit of financial support
in 1986-87 of any scheme. This total would allow 100 out
of the about 250 agencies to receive £20,000; more agencies
could receive support to the extent that =ome receive less
than £20,000. A ceiling of £2 million per vear therefore
provides a maximum level of financial support consistent
with the ER conclusion. Even a sum rather lese than
E2 million would allow progress to be made in further
developing a network of LEAs. Although your note Proposes

CONFIDENTIAL
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that Government support should not take on LEAs over an
annual overall income level of €£60,000, I imagine that
your judgement about the size of overall income level may
depend upon how much money was available for LEA support.

Against the background of identifying maximum possible
overall publie expenditure savings, if colleagues endorse
yeur proposals, in our hilateral we will need to identify
offsetting savings if some additional financial support
is to be given to LEAs.

Copies of this letter go to E(R) colleagues and to

|
filﬁ 4:*?

Sir Robert Armstrong.

JOHN MacGREGOR

CONFIDENTIAL
2
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CARINET OFFICE.
WHITEHALL, LONDON SWI1A 2AS

Chaneelor of the Dhechye af Lawoesrer

Tel Ho: 233 3299
7471

18 September 1985

The Rt Hon Lord Young of Graffham
Secretary of State for Employment
Caxton House

Tothill EBtreet

LONDON SWl

D ad.

GOVERNMENT SUFPORT FOR LOCAL ENTERPRISE AGENCIES .

ik
Thank you for copying to me your minute of 16 September to the
Prime Minister, attaching a paper detailing proposals for
government support for building a viable and comprehensiwve
network of local enterprise agencies.

I agree with what is proposed, and I welcome the prospect that,
by these means, a self-sustaining network of support and advice
can be given to pnew and smaller businesses.

The level of assistance now proposed reflects that which we
discussed at E{(A). The annex to your paper indicates that the
great majority of Local Enterprise Agencies (LEAs) will be
gligible:. I hope, therefore. that the level of assistance should
indeed be seen as a maximum, rather than as a norm. While I
would not wish to see the procedure bogged down by bureaucracy,
it is important to make it clear that the assistance 1s intended
to exercise leverage over the private sector funding of LEAs and
over some aspects of the way in which they approach their tagk.

Related to thie latter point, I hopa that vour proposals will
also ensure that the fact of government support to LEAs is
sufficiently reflected in the publicity and presentational
material produced by the Agencies; we don't want the point to
bea lost that local enterpriee and gelf-help are being pump-
primed by Government. Also, if the LEAs are to be as effective
as possible, I should bae glad to know that sufficient separate
help was being planned, perhaps through BIC but also directly,
to provide a source of central guidance, material, publications,
publicity and advice, which will act as a further meana cof
laverage on the direction and style of LERA activity. While I
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appreciate that BIC will play an important role, I think that we
should keep our own means of ensuring that the Agencies are
well=-advised and directed,.

Finally, your minute does not mention the proposal raised by
MISC 108, that the LEA network should eventually take over the
functions of the Small Firms Service. I think we have some way
to go before it can be clear whether this is the right way of
proceeding, and I hope that colleagues will have a further
ocpportunity in due course to consider this.

I am copying this letter to the Prime Minister, other E{A]}
colleagues, and to Sir Robert Armstrong.

il |

M=

HORMAN TEBBIT




pMsCf /0 CONFIDENTIAL

PRIME MINISTER

GOVERNMENT SUPPORT FOR LOCAL ENTERPRISE AGENCIES

When E(A) tock the report of the Ministerial group on small
firms on 10 May colleagues endorsed the recommendations to

develop a network of Local Enterprise Agencies (LEAs). You

asked me to consider further with colleagues what minimum
‘-—-—\__.
level of Government support would be necessary to assist the

effective development of such a network and how such support

e

—_—

should be applied.

_______-_—-_l’

pavid Trippier has taken the lead in producing a revisad
dpproach with other colleagues who served on the Ministerial
group. This approach will provide modest funds on a tapering

basis to eligible agencies and the attached paper, which I

endorse, detalls our proposals. Only those agencies with an

operating income below £60,000 per annum will be able to appl}'~<
for funding,; up to & maximum of EEUEDUG in years J_EPd 23
reducing to {%gLEgE in Feat,E;, Applicants will have to

satisfy specifiec eriteria, Including putting Forward an
effective business plan and funding strategy to lever funda
from the private sector, as we agreed before. In this way we
will ensure that the new poliey is not a potential rescue act
for agencles in difficulty but a positive approach to buflding

A viable natwork.

_d:._l._;'.J !
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In the earlier correspondence, which David Trippier
girculated, there weré two points of emphasis raised by

colleagues; both of which I believe have been met in the paper
atrariied.” Kenneth Baker had been conecerned that the scheme
should allew suffliclent flexibility to cater for those

—

agencies in inner urban cr'?urﬁiugpeas which would have
difficulty in mEEEEnﬁ too stricg_ariteria on priiiEE_aectnr
funding but still had an important role in foztering
enterprise in their grea. I believe the provisions proposed
FEF#;;;EEEtinnal cases" (Parasz 18-21 of the paper) should meet
this need without wezkening the basie eriteria. John Moore
Wwas very properly anxious that Government support should be

used to secure additional funds from the private seckor.

There may be. some dIffliculty in ensuring this 1o all cases In
the Cirst year of Ehe zchems; but I believe the point iz met
in subatance by the provizion that agencles will anly qualify
if they can show how extra outside funding is to be drawn in

az Government support reduces.

One point of detall on which further work will have to be done
though withoubt affecting the policy now proposed - concerns
the proviasion Tfor vetbtlng and appqg;ipg applications fop
support Prem agencies. The original proposal had been to use

DTI's Regiconal Dipectors in this role. The study now in hand
;F the implications for DE of taking over DTI's Small Firms
Service will have bto address this as one of 2 number of
consequential organisatlional issues.

I will of course be taklng up the guestlion of financial

pravizsion for support of Local Enterprize Agencies In my
Department's forthecoming PE3 bilaterlal now arranged for

CONFIDENTIAL
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£3 September. At this stage, therefore, I am sesking
galleagues” endorsement of the policy approach as now revised,
-

in the hope that 1t will be possible to take forward the
proposals as outlined in the attached paper as quickly &s

posaible. May I therefore ask for any comments by 20 September.

Copies of this minute and the attached paper go to E(A)
colleaguss, Lo John Moore and to 3lr Robert Armatrong.

T
16 September 1985

CONFIDENTIAL
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. SUPPORT FOR LOCAL ENTERFRISE AGENCIES

SUMMARY OF RECOMMENCATIONS

1. To be eligible for support, agencies should:

il have an cperating income of no more than £60k for the

first year of Government support:

ii) submit a three year business plan and a fiva year strategy
far funding. e =
..-"'"--nl----_"_

i B There should be a five year programme of Government funding

for LEAs. Siuch Edndlﬂﬂ to be ava11ab @ from DE. s FLI'EFL{:“‘ﬁLJ

s 2 The maximum funding for any aqnnrf shoald be:

20k i years 1 and 2
Elsk in year 3
Ellk in vears 4 and 5.

4. Funding will originally be on the basis of matching private
sector financial support, but in later years private sector
support will need to be geared up as the Government support
decreases in order to maintain the overall income of the agency.
Government support should not take the agency over the annual
limit for support (fe E60k in the First year).

5. There will be no entitlement to the maximum sligible lewel

of funding. The level of support will be dependent on the needs
_-—_‘__ o " 5 =
and justification given in the business plan.

6. Urban Programme funding of enterprise agepcies will continue
e

i X ST .
for 13B6/7 but therecafter Eii—iﬂfﬂfi?s should come to DE

suppert although seme topping up by the Urban Programme for
Specilfic projects or activitiea may be possible.

7o Enterprise agencies in rural areas will in future apply
to DE for support altheugh the Development Commission may in

specific circumstances also give additional support.




B, In areas where the private sfector support 13 particularly
weak, account may be taken of local authority support to an

agency in addition to the private sector support in aorder, if

appropriate, teo trigger the full DE support.
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GOVERNMENT SUFPPORT FOR LOCAL ENTERPRISE AGENCIES

= EfA) at 1ts meeting on 10 May asked that further consideration
should be given to developing a policy of Government support

for local enterprise agencies, directed at establishing viable
agencies in areas where the local rescurces of finance and
gatreprensurship have been found to be Inadeguates The objective
of Government support would be to help promote the establishment

of a comprzhensive viable network of self-supporting LEAS.

This paper proposes a policy for the 1dentification of agencies
that might merit support and for the application of Government

support with a view to achieving viability in the medium term.

o Agencies should play a vital role at the local level in
promoting enterprise and creating Jjobs. Some agencies will

not want or need Government support since they have considerable

resonrces chemselves in terms of finance, secondees and other
facilities. The Lomon Enterprise Agency (LEnta) is one, Leicester
Business Venture, the Director of which recently wrote to the

Prime Minister, is another. But there are not many agencies

in that category. Other agenclegs are far weaker esspecially

in terms of financial resources and may well merit support,

if such support would lead to wviability in the medium term.

But how to determine the dividing line and to produce manageable
guidelines which will snable the DE and Business in the Community
LBIC) to determine whether a particular agency meritg Government

support or not?

C What is clear is that simple geocographical criteria will

not work. Many agencies in assisted areas, particularly where
e

there ie a substantial private sactor employer behind the agency,

may not need support; while agencies in the prosperous South

East may well need Government assistance since either thay are

in a pocket of "relative" poverty or in the absance of large

firms in the area, they are flnainq it difficult to generate

T

sufficient funding from medium sized firms.

e — —_—




.4. The most straightforward indigcater of need is the level
of funding of an agency. Obvicusly account has to be taken
of the availability of secondees, premises etc which may not
feature in the "profit and loass account" of an agency; but it
18 clear that without a basic level of funding and without an
element of continuity in that funding an agency is unable to
plan realistically for the future, and it is operating without
a scund commitment from its community, especially the local

private sector.

5. The right minimum level of funding is not easy to define.
However, as a general rule (and there will be some exceptions),

it i3 to be expected that viable agencies need a salaried rather
than a seconded director. Secondees generally do not stay more

than two years - in many cases for a rather shorter peried.

The director of an agency should in principle give continuity

to an agency and should be expected to stay rather longer: secondess
if available can act as support staff. In addition te a "permanent"
salaried director, agencies also need sufficiant basic resources

to get initiatives under way and to act as tha focus of their

local network of support to small firms.

b . In order to develop a workable policy, it is proposed that
a4 limit should be set on the lewvel of funding received by an
agency if it is to be eligible for support. BSuch a level would
take account of the cost of a director and of additional funding
to develop various activities. Any level set will involwve an
element of “rough justice" in that costs may wvary significantly

betwoen agenciss ag

i) some diractors may need a full salary whereas others

on substantial pensions from their previous employer

may only want "topping up";

the cost of premises may vary radically from area to

arada.




i Nonetheless, and not withstanding these factors,; it is
recommended that an operating income of £60k for agencies should
e et in the Eirst vear as a limit for Government support.

An agency with an income over £60k will have to "eut its cleoth
accordingly”: it can have no strong case [or asking for Government
support. An agency below £60k would not gualify automatically;
but would merit consideration. And if supported:; the Government

support should not be such as to take income over £60k.

g, The limit of €60k should be adjusted in later vears both

to take account of inflation and to make allowances for an agency's
success - in attracting further private sectbtor contributions.

It is recommended that the limit increases by £5k/year to £80k

in the fifth vear. (By way of comparison,; the histogram at

Annex A illustrates the current distribution of cash income

between agencles).

g Agencies meeting the income limit criterion should not

be automatically supported. Government funds should only be
available if the agency can demonstrate how those funds will

be used and how it will seek to attract additional private sector
funding in later years as GOVErnment support 185 withdrawn.

It is envisaged that the programmea of Government support will
last five years only and that the funding to individual agencies

will be prograssivaly reduced over that peried.

10. In order to merit Government support, 1t is recommended
that, in addition to having to have income below the limit set

above, agencies should also be able to submit:
al A three vear busilness plan.
This should cover the development of agency activities in

that period. Precise guidance will need to be developed in

consultation with BIC, but it would be expected that, dependent




on the level of resources available; some or all of the fellawing

would be addressed:

1] development of enguiry and counselling services. This
should include projected numbers of clients and promoticnal
gctivaties to achieve tho=e targeta. It should also

address co-operation with the Small Pirms Service;

initiatives to bring together at the local level potential
investors and those who would benefit from receiving

egquity funds;

development of projects and other hLILLuLh in the community

2 SMdll busin@ss Ll&h&, muudgud nu1k units,; educational

links. This will reflect the practical development

of the LEA's role as the focal point of the local network

of support for small firms.

initiatives to involve better availability of professional
advice to small firms eg from the banks;

the development of the Board's role, both in general
oversight of the agency and more importantly for fund

raising.

b} A five year strategy for funding.

This should cover:

1] the prospects for future private sector support from
the community it searves;

a strateqgy for gearing up that resource, in particular

using the leverage of ‘the Government's funding:

iii}) the capacity for developing income generating activities.

These plans will have to be updated each year as a condition

for continuation of funding.




11. These plans will need to be examined critically by BIC

and the DE. The lewvel of support to be offered will be dependent
on the capacity of an agency to demonstrate that such funds

can be used. It will need to be made clear that the level of
Government grant will depend wvery much on the circumstances

and plans of the agency:; there will be no entitlement to the

maximum level of grant unless the need is thera.

12, In administering this aspect of the new poliecy, Buginess
in the Community will play an important ralp particularly at

T

the reqional level. It is anvisaged that BIC will help LEAs

in giving guidance in the preparation of business plane and
financial strategies. Purthermore, these documents should be
submitted to DE through BIC which will give its assessment of

the plans. The Department will be unlikely te support any agency
1f its plans are not endorsed by BIC. The Department will
particularly need to leck to BIC for a view on whether agencies
with wvery serious funding problems have a chance of wviability

on their own or whether they should be encouraged to merge with
neighbouring agencies. The Government will want to remain at

arms length from decisions on the geographical coverage of agencies
although it will want to ensure that it is not trying to promote
agencies with too narrow a geographical {(and hence private sector)

base.

FORM OF GOVERMMENT SUFPORT

Ganeral Principles:

13. The aim is to produce viable agencies in the medium term

by encouraging particularly strengthened private sector support
to LEA=s. It is therefore recommended, as proposed by MISC 108,
that Gowvernment Euppurt should be Cime=-limited and that it should

akt Elrst bL Gn thE basis of makching prlﬁﬁxv sector cﬂnLrlhuLlnns.

I ﬂrd“r tD qlvF a PﬂﬁlLlUE incentive to agencies to find additional
private sector support,; it is further proposed that funding
should reduce progressively over time and that it should enly




be maintained if agencies can gencrate additional suppeort to

compensate for the reduction in CGovernment aid.

14. Although in the most straightforward cases, it is proposed
that Government funding should at first match private sector

funding and that there should be appropriate gearing introduced
in later years, there will be certain exceptional cases needing

special treatment. These are covered in paras 18-22 below.

Practical Detail:

15, [t is recommended that Government funding fer LEAs should
be available from DE owver f[ive years. The maximum funding for
any agency should

£20k 1
£E15k
£l10k

Agencies whose funding starts after year 1 will be eligible
for funding as set out above: ie an agency applying for the
first time for support in year 4 will be eligible at maximum
for £10k.

LG hs set out earlier;, the funding should only be availakble

to agencies which currently have annual funding of less than

£60k (a larger amount in later years - see para 7) and which

can satisfy the Department that they have a practical and feasible
three ¥year bueriness plan (which demonstrates inter alia the
immmediate need for Government financial support) and five year

atrategy for financial wviability.

17. The funding will be awarded initially on the bazisof matching
private sector financial support to the agency, but will be
geared in later years as [cllows:




PREIVATE SECTOR
PRIVATE SECTOR CONTRIBUT IO
FUNDING TO TRIGGER MY, GOVERMMEMNT HEEDED TO TRIGGER
£]1 OF GOVERMNMEMT FUNDING MAX. GOVEBRMMERT
SUFPOERT [eee note) FUNDIHG

El E20k £20k
£1 E20k £20k
EL.6B £15k £25k
£3 El0k £30k
£3 £10k £30k

Note: OGovernment funding will be subject to a further limit

that it dees not take overall agency funding over annual limit

for support (£60k in first vear rising to E80k in final vear).

Exceptional Cases

18. Agencies with Urban Programme funding:
Some inner area agencies receive substantial funding from
DoE's Urban Programme funding. It is recognised that the new

' funding to agencies from

policy should deliver basic "revenue'
Governmeént through DE. But the lead time needed by local
authorities to prepare submissions to DoE under the Urban
Programme means that i1s 15 impractical to expect the new policy
to come into effect until the year after next (ie 1987/B).

And even then, given the severe needs of these areas; agencies
should be able to sesek Urban Programme support, over and above
any DE contribution; [or specific projects or activities. It
18 accordingly recommended that:

i) current Urban Programme commitment should be maintained
and in order that local authorities can prepare Inner
Area Programmes For submission to DoE in the autumn,
current procedures will apply to 198677 IAPs;

thereafter, all agencies seeking support from Government
should come to DE which will judge the case for suppart
on DE's general criteria;




an agency may nonetheless apply to the Urban Progranime
or gther funding scurces {eg MSZ) for support over

and above that provided by DE (1if any) in support of
additional projects or activities (eg training projects,

workshops, ethnic advice..

1%, Agencies with Dewvelopment Commission funding.

A few agencies receive Develcpment Commiszsion funding
via CoSIRA. Overall this is wery limited (no more than £l2k
total in 1984/5). Given the wvery special problems in rural
areas and the Development Commlizsion's particular responsibilities
it is recommended that:

i) Enterprise Agerncies in rural areas should imnitially
apply to DE for sapport; they will be judged against

the criteria set out in this paper;

such agenciss may nonetheless applv to the Development
Commisesion for support over and above that prowvided

by DE in suppert of additional projects or activities.

20. Agencies with local authority support but weak private

sector support.

It is a fact that the private sector may be fairly weak

S

in 38 number of areas where neithe¥ Ehe Urbafn Prugrhmme nor the

Deve]npmeﬁ} Commigsion will be able to provide support. _Eltnuugh

oy

= —

generally the aim is to use Government fimancial support to

match private sector contributions, there is a case where the
e T i i - -
private sector is particularly weak for considering local authority

support aleong with private sector Lunding ag the basis for matching.

This iz to get LEAS up to a very basic level of funding and

it should be undertaken in a way that encourages more private

sector support and does not allow the local authuritieé to reduce

thelr commltment.




21. It is recommended therefore that where the private sector

contribution is less than that needed to trigger full DE funding

support (see Table 1}, account may be taken of local authority

Support to trigger the full DE support (if an agency can demonstrate

the need for such support in terms of planned and projected

activities in their business plan). Some examples may illustrate
the principle:

i} assume an agency for year 1 (or year 2) can find only
El0k private sector funds. This would imply DE support
of £10k. But if it also has loeal authority support
of say £15k, it would be possible to add £10k of that
£15k to the private sector's [10k in order to trigger,;
if justified, the full DE £20k:

assume that in year 3, the private sector contribution
has risen to £18k, and that the local authority
contribution has remained cconstant at £15k. Then £7k
of the E15k can be added to the private sector 18k

in order to trigger the DE £15k maximum Funding in
year 3.

Local Ceo-operative Development Agencies.
Theee can be recognised by the DE as LEAs. A few receive

private sector support and the national Co-operative Development
Agency (CDA) wants to encourage this development. 1t is

recommended that if local Co-operative Development Agencies

eatisfy the eriteria in this paper. they should he eligible

for support, as with any other LEA. But the national CDA should
be the advisory body both Lo those agencies znd to DE, rather
than BIC.

Daefinition of an LEA

23, Currently there is a difference of interpretation between
DE and BIC over what constitutes an LEA. DE has adopted a fairly
wide-ranging approach which includes all bodies classified as




LEAs for the purpose of Section 48 of the 1982 Finance Act,
Wwhich then entitles their sponsors to claim tax relief on their
contribution. BIC has adopted a tighter approach and excludes
& number of DTI recognised bodies (eg Small Business Clubs,

local Co-cperative Development Agencies).

24. Given that the aim of the policy proposed in this paper
is to develop viable agencies, which are supported to a large
part by the private sector and which will promote the local
network approach set out in the report of MISC 108; it is to

be expected that a number of bodies recognised by DE as LEAs

will not qualify for support - nor would it be appropriate to

support them.

25, It is not recommended that there should be any public
recognition of these exclusions. But Ministers should note
that by no means will all of the 260 plus agencies recognised
by DE be eligible for support.
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SMALL FIRMS SEMINARS BY MEMBERS 0OF PARLIAMENT

Your recent corréspondence with David Trippier regarding the
nroposal that Members of Parliament should be encouraged to organise
local information saminars in their constituencies to heighten
awarenags of the services available to assist small businesses has
been copied to me.

The importance of small firms in developing the econocmy of the
United Kingdom cannot be overstated and this initiative, which seeks
te involve Members of Parliament in English constituencies of all
shades of political opinicon in a positive and practical way, has

my total support.

Whilst the proposal envisages lobbing MPs in England its extension
to the rest of the United Kingdom is worthy of consideration. The
poeition in Northern Ireland does not fully reflect that in the rest
of the United Kingdom in that there has been greater movement
towards developlng a single focal point for assisting small

business development. The Local Enterprise Development Unit (LEDUD),
Northern Ireland's Small Firms Agency, is almost unigue in this
respect within the UE and has developed comprehensive range of
assistance, th financial and advisory, designed to meet the needs
of this important sector of the Province’'s economy. LEDU has long
recognised the difficulties experienced by the small business
sector in understanding the wide range of assistance on offer and
actively pursues a strategy designed to increase the awareness of
the services available. To this end a regular feature of the

Agency's activitites is the organisation of information seminar and
clﬁgﬁm . EMEIogous to those proposed by David Tripler, =imed Ot
providing small businessmen with a greater understanding ol The
séIvices that are available to assist them. This coupled with twa
recent major publicity campaigns undertaken by the Agency has
greatly increased awareness of the services available, resulting

in a trebling of enquiry rates to LEDU during recent years and as

a further consequence a similar uplift in the Agency's job
promotion figures.




In view of this success and the conscious policy we have pursued
to focus attention on LEDU as a "one stop shop" for assisting
small businesses, I would be concerned that the holding of
additional seminars by local MPs, alongside LEDU's carefully
planned programme of analogous events, might serve to confuse
rather than heighten awareness of the services available. I
am also aware from the close involvement of other Ministers and
myself in the day to day economic life of the Province that
there is already a high level of awareness and this has been
re-inforced by the results of a recent market research survey.
I have, therefore, come to the conclusion that to replicate
David Tripper's proposal and involve MFs from the Frovince

in organising seminars would not significantly add to this
level of awareness. I would, however, be very interested in
tha outcome of the initiative on the mainland and would be
happy to reconsider the wvalue of replication in the Frovince if
convinced that it could have benaficial resulte here in terms
of greater economic activity and accelerated growth of the
emall firms sector.

I am copying my letter to members of E(A) and other recipients
of yours.

ﬂggjﬂ“&*

ke
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DR RHODEE BOYSON, MF.
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T0 Whitehall,
London 5W1A 245
Telephone 01-233 3340

12 July 19585

SMALL FIRMS SEMINAR BY MEMBERS OF PARLIAMENT

The Paymaster General was grateful for Mr Trippier's letter of & July. He has asked nie to
say that he is content with the approach set cut in it

| am sending copies of this letter to the Private Secretaries to the members of E{A),
the Ministers of State at the Welsh Office and the Northern Ireland Offices, the Parliamentary

Under-5ecretary of State, Scotlish Office, and to Richard Hatfield [Cabinet Office).

A Ky GALLOWAY
PRIVATE SECRETARY

Miss Anntbel Gouting, -
Private Secrebary s 'Mr Trippier,

["}r:partmerﬁ-?.: ;
| Victoria-Street,
Londan, 5.9, 1.




10 DOWNING STREET

From the Private Secrelar) 1 July 1985

The Prime Minister has seen your
Minister's minute of 25 June about local
entarprice week. 5She was wvery grateful
to Mr. Trippier for eending her the

encouraging report.

(Mark Addison)

Paul Madden, Esg.,
spartment of Trade and Industry.




FRIME MINISTER

The attached note from the Minister feor
Emall FPirms 15 a report on this year's
e ——

local enterprise week. It 1ls an encouraging

one ; Ehuugh-zi is always difficult to
establish the lasting impact these infitiatives
have.

e
Content that I should reply on vour behalf
thanking Mr Trippler warmly for the

encouraging report.

i

mprﬂﬂlﬂ‘w

MARE ADDISON
28 June 1985




FRIME MINISTER

LOCAL ENTERPRISE WEEE

Early indications are that this yvear's Local Bnterprise Week
(15=24 May) was even more sucocessful than last year. I
travelled 3,000 miles and visited over 40 locations during
the 10 day '"Week' and I found the interest and involvement
shown by local organisations extremely sncouraging.
Something over 1,000 separate events of various kinds were
held throughout the country, virtually all of which were
arranged by the local organisations themselves,

2. The Week provided an opportunity to show the extant of
community involvement in the small firms sector. Loecal
enterprise BUENCIES, business clubs, local authorities,
chambers of commercea and others, supported where necessary by
Lhe Department's Small Firms Service, responded well. I am
confident that most of them found it worthwhile.

. A particular thems this yvear was the importance of
links between small £irms and the sducation and training
establishments in their area. I was grateful to Peter Brooke
sbd 2ol tha DV for Wicie Seip f0 fudvaiey i Saek, Rt dn
encouraging schools and college® to participate. It must be
said that some had difTicalty it organising and promoting
attractive events, but their willingness to become invoclyed

was welcome and I think that they learnt a good deal from the
exercise.

4. I was unable to wvisit Scotland myself this year but
Allan Stewart undertook a number of engagements covering the
fall range of his industrial and education responsibilities.
Allan tells me that the Week was highly successful in
Scotland with over 80 events taking place, lnecluding the
opening of the new SDA Small Firms Information Centre in
Edinburgh.




Z.

5 As before, the Wesk was widely coversed by the media,
particularly at local level. Regional television, radio and
newspapars waere present at many of the evants I was abhle to
attend, The wvast majority of the media coverage was
supportive and the Week's strong emphasis on local
initiatives proved to be an important factor in securing a
positive reaction from the local press.

6. I am currently considering how best to keep up the
momentum next year. In order to ensure that the initiative
18 stil]l seen as fresh and vital, we may opt for a slightly
different format, rather than simply repeating Local
Enterprise Week. Industry Year 1986 presents a vary good
opportunity to develop a series of regional and national
events focusing on small firme issues.

.

/"""'—_

25 June 1985 DaVIiD TRIPPIER

D15AAW




CABINET OFFICE
T0 Whitehall London $wis 348 Telephone 01-232 3399

From the Minfsfer withort Poriiolio
The It Hon Lord Young of GralTham

John Mogg, Esdqg., 15th May.,
Private Secretary to the

Secratary of State,

Department of Trade & Industry,

1 Victoria Street;

Lomdan, 5.W.ls

heor Lh

DEREGULATION

Lord ¥Young will be speaking about his derequlation
responsibilities tomorrow at the annual lunch of the Association
of British Chambers of Commerce.

In connection with this speech, he has agreed to contribute
a signed article to The Times to appear on Friday. I attach a
draft. 1 should be grataful for any comments which you have on
the article by 10 a.m. tomorrow pleasa. I am sorry for the short
notice.

I am sending copies of this letter, with a similar request
for comments, to Andrew Turnbull (Me. 10), Alan Davis (DoE}, Peter
Ricketts (PFCO), Stephen Codber (DHSES), Bichard Allan (Department
of Transport) and Helen Coodman (Financial Secretary's office).

T;Haffb i a

Leigh Lewis
Private Becretary




Times Article

Q:regulat:i_.jn iz in the air. There are artieles I1n the press,
debates in Parliament, discussions at the last European Council
(at the instigation of our Prime Minister). I am chalring a
group of Ministers and there is talk of a White Paper before the
summer . Why? Because the real ecause for concern today is
employment, about creating the conditions that will reduce the
number of the unemployed in the shortest possible time.

It ie not as 1f we are not creating jobe - we are, and probably
faster than any nation in Burcpe. It is about enconraging
enterprise and creating jobs even faster so that we might share
more of the success of the Americans.

Sc earlier this year I went to Washington tc see what it was that
they had done to get empleyment going. And once going to keep 1t
there. For with all their dynamism they were worried that they

might slow down. So some yeare ago they started on a drive to

reduce regulation. It was not easy but they did begin to win.

If you compare President Reagan's first 23 months with the last 223
months of his predecessor than the rate of increase 1n what they call
the Federal Register, that is the list of new Federal regulations,
was down by nearly a third!

This is not just theoretical. The savings in costs across the U.E5.
economy amocunted to some $9% to 11 billion with a further annual

saving of some six billien dollars. But sven more important the
Fresident was able to report to Congress that in 1982 and 1981 business
startups in the deregulated sectors rose at twice the rate of

startups in the general economy.

But what is derequlation. Two things essentially. First it is about
freeing the market and increasing competition. Do you remember the
Trimphone? There was a time when BT gave you a choice - the Trimphone or
nothingl Today the vast choice of telephones and services available to
you and me are not the fruits of privatisation but of deregulation.

Look at Car telephones, although we now call them Cellular radio.

Only a few days ago Arthur D Little estimated that there would be

over half a million lines by the end of the decade - and by then they
will be cheaper than ordinary phonesl Once again due only to
deregulatlion.

The deregulation of the long distance coaches has done more to
help both the occasional traveller and the distance commuter than
any other measure since the war, if not during this century.
Prices are often only a fraction of what they were before, and
the deregulation of the buses should have the same effect.

Only a few monthe ago it took weeks to get even simple reading
glagsses. You could get them in an hour or two in scme countries.
But not here. Today I see shops advertising glasses in 24 hours.
A few more weeks, a little more competition and 1 do not doubt
that we will be back to an hour_ or two. Once again deregulation.




'(ut derequlation alsc means lifting the burdens on buslness and hare we
=till have much teo do. Do we still need rent control? We can see
shortages of skilled people developing in parts of the Bouth - can we
afford to deny the chance of a job to some one who is prepared to "get an
his bike" but who just cannot find a place te live because it cannot be
rented. Do we need the same system of town planning? The Uze Clages Order
which regulates the use of buildings was introduced just after the War

- and was based on Industrial Classifications aof 1875. 1 suspect

that we have changed more in the last 10 years than in the

hundred before that, but whenever we changed we certainly cannot

afford to stand still.

And is it any wonder that our national pastime, it sometimes sSeems to me,
is no longer cricket but Public Engquiries. We had some of the first
Bucular Power stations - the French now have by far the largest industry
and are in a position to gain valuable export orders. How long should our
road network take to plan? And then build? LWill we ever have an Archway
extension, or will the A40 ever be :umplttaf}

Wot all of this is regulation, but much of it is. Of course

not all regulation should be abandoned, but what we have to ask
gurselves is what can we afford to keep? What we must realise

today is that we have to strike the right balance between liberty and
licence. Enough liberty to let our ipitiative and enterprise

free to create the wealth we need for a truly caring society -

but not the licence to abuse our fellow man.

All regulation has a cost. Today, are there too many of our

fellow citizens being denied the opportunity to work to Justify

that cost? That is what I hope to discover during the next few

weekes and months. Government, in the shape of Ministers and

Officimls, are not the best judge of where too many regulations

lie. You are, for you live and work with them. The voice of

business, both large and small, must be heard. Deregulation is

ngt a panacea for all our ills. But I suspect that too many regulations
is one of them.
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FPRIME MINISTER

REPORT OF THE MINISTERIAL GROUF OH SMALL FIRMS (E(A)(B5)23)

I shall not be present when this paper is considered by EA; but
you -are aware of my interest in the health and increase of small
firme, 8o I am strongly in favour of the report's general

approdach.

2. Faragraphs 34 and 315 of the report (on page 20) are

particularly directed to the edocation system.

3. The recommendation in 35.1 relates to TVEL and connected in=
gervice teacher training. A number of projects are attempting

ko l1ink schools with small Eirme but this is, of course, more
difficult than dealing with large employers. We are considering

= — — A
how such developments can be fostefed = and I hope to report in

the autumn what I intend doing to increase the spread.

2. The new £25 million TVEI-related in-service training schemsa,

T T L A . . 335
announced on budget day, includes as one of its aims training to

prombie understanding of dindustry and commerce. Here again there
15 scope ko encourage greater emphasis on small busineases and we

will reinforce this megaage to MBC.

B Paragraph 35 ti;] of the report relates to higher education

— e —

ln universities and polytechnics. My imminent Green Paper on

Higher EdunaLIbn emphasises the ilmportance of the relationship
between higher education and the economy. As you know, we have
very different channels of communication with the universitles

and public secktor, but it is already clear that some institutions




i b’ B
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w11

are emphasising to their students the potential of gmall Eirms
for providing Jjobs and opportunities for equity participation.
This Iz a message that can be emphaslised 1o the context

particularly of any general announcement about small Lirms.

B There is also the contribution which sandwich and part-time
education can make, partlicularly in the public sector, by keeping
andergraduates in contact with practical approaches towards
problem solving at work. Part-time course are being encouraged
through the Hational Advisory Body for this and other reasons. 1
am alsc about Eo receive the report of a Compittes that has beean
examining the costs and benafits of sandwich education and I will
want to consider, In the light of that, whether mora can be done

in relation o small firme and generally to increase the scope

and effectiveneseg of sandwich COUrses.

A I am sending copies of this minute to members of E(A) and

Bir Robert Armstrong.
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BACKGROUND
The Ministerial Group on Small Firms (MISC 108) was
established in October 1984 under Lord Young's chairmanship
to review the Government support and assistance avalilable
to small firms wnd Lo make recommendations to B{A) on

W—
making this support and assistance more ceost effective
and about new measure to encourage such firms. The
terms of reference extended to both financial and non=-
financial measures, although only within existing rTesources.
Lord Young's Note (E(AY[85}23) covers the Group's report.
[ts recommendations were fully agreed in MISC 108 apart
From (a) Treasury reservations about those directed towards
taxation policy, and (b) dissent hy the Department of the
Environment (DOE) and the Ministry of Apriculture, Fisheries
and Food (MAFF) from a recommendation about the future of
the Council for Small Industries in Rural Areas (CoSIRAY.
The recommendations would, however, Tteduire £21m to be

—

spent in England over five vears,andnooff-setting savings

were identified.
’_;-_J_F______-—h
2 Lord Young's minute of 24 April sought the sndorsement
of E(A) colleagues to those recommendations which had

been fully agreed in MISC 108, so that a package could

be announced during local enterprise week (13-20 Mav].

You ruled that no gnnouncement could be made until the
method of financing had been resclved (Mr Turnbull's letter

of 2 May), Those members of E(A) who did write, however,
indicated general support for the agreed recommendations.

It therefore rTemains for H{A) to decide whether resaurces
should be found, and if so from whom, and to resolve the

outstanding reservations on certain recommendations.

The Secretary of State for the Environment's paper

1
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(ECA)(B5)27) explains the reasons why his Department dissented

from the recommendation ahout CoSIRA. A

MAIN ISSUES

[ The main issues are:

L1 whether the Group's recommendations are of
sufficient priority teo warrant their immediate

implementation, and if so, whether the necessary
finance should be secured through off-setting

e L
savings or by drawing on the Reserve (the latter
COurse belng 1n CONTIICE With THE Group's terms
nf reference):

(11) whether when the Business Expansion Scheme

CHES) is reviewed later this year particular attentien
_—

should be given to the probleme of small firms in

raising venture capital:

{iii) whether there should be 3 review of the case
for transferring CoSIRA and its parent body the
Development Commission from DOE to DTI.

——
—

The MISC 108 Report
5. The Group started from the point that small firms

represent a flowering of enterprise and are an important

potential source of new employment. Their aszsessment -

although the evidence is by no means clear cut was that
small firms are making a substantial and probably increasing
contribution te job and wealth creation, but that further
encouragement 18 needed to realise the potential of the

small firm sector. The Group reviewed and made recommendations
in five areas: the provision of information and advice:

finance; education and training; access to public and

private sector markets: and the provision of premises.
3
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0. For the most part the recommendations are unexceptionable.

They are aimed at ensuring that small [irms are not disadvantaged

in, for example, seeking public sector contracts, although

they do not go as [ar as advocating positive discrimination.
The Group implicitly recognised that small firms can only
prosper if they can produce marketable products or services
at competitive prices, and that the Government's tTole

—— o —

should be limited to providing advice and encouragement

and otherwise not getting in the way. MISC 108 covered

half the ground; the Group on Deregulation (MISC 114},
due to report in July, will produce other measures designed
to help small firms.

Local Enterprise Agencies (LEAs)
¥ The Group saw the LEA movement as hest placed to
provide the leocal focus for meeting small firms' advisary
needs. Although some LEAS receive some public funding,
they rely mainly on private sector initiative to draw
together elements of the local community to support the
development of the local economy. There are now 230
—
agencles in the UK, under the general umbrella of Business
in the Community (BIC). The Group recommended that in
arder to extend and strengthen the network of LEAs the

Government should provide funding of up to 20,000 a vear

for individual LEAs for up to five years, on a tapering

-

scale, and on condition that matching funds were available

from the private sector. This would cost i5m in the first

two years, falling to T¥2im. The Government's own advisory

service, the Small Firms Service (SF5) would increasingly
oparate through LEAs, and would concentrate more on
'up-market' services which are less likely to be immediatelvw
available locally in the private sector. The develepment

of a number of specialist services in the SFS and other
minor related recommendations would take the total cost

in the first year to i6m,

CONFIDENTIAL
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8. The condition that LEAs would have to raise half their
resources from the private sector should eblige them to
prove their continuing relevance to their local communities.
The imitial Government funding should give them the
opportunity to become established, but there would be a

risk that LEAs would not bhe able to continue after the
initial period without some further Government or local

authorities funding.

a5 Although all the Ministers who have commented have

welcomed this approach in principle, none of them have

so0 far given it sufficlient priarity to offer to divert
—

resources from existing programmes. In principle, the

case for extra support for small Firms should be considered
together with all other new hi%é in the Public Expenditure
survey in the Autumn, and thquEﬁuiti%uﬁe:reany will

be making a bid accordingly. I1f the Sub-Committee accepts,

however, that an announcement of the MISC 108 package

should he made now, it will be necessary for members to

give guarantees that the funds will be found. Government
¥ k

expenditure on information, advice and training for small
. — — -
firms totals only §25m a year, 50 the scope for a substantial

J . f .
swirch within this part of the DTI programme iz not great.

[t appears, however, that the Minister for Industry will

be In a position to offer some contribution from his
Department's other programmes towards the total amount
needed if the other Departments concerned - DOE, Department
of Employment and MAFF - are similarly prepared to offer

contributions.

Finance for Small Firms

10, The majerity of the Group accepted that very small
tirms face difficulties in raising equity capital in amounts
of 50,000 or less. They therefore suggested that a number

of changes in the Business Expansion Scheme (BES) and the

Capital Gains Tax (CGT) rules should be made to encourapge

investment in such amounts.
4
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'he Treasury, however, argued that there was no particular
difficulty in raising finance - rather the problem was a
shortage of worthwhile ideas. More specifically they

objected to a number of the detailed suggestions on the

grounds that they would give unintended tax concessions

over ‘a much wider field, and that if anything were to be

done, the decisions would need to be taken by the Chancellor

in the context of the Budget, against competing claim

for tax concessions of this kind. Lord Young indicated

in his minute of 24 April that he accepted it was inappropriate
for MISC 108 to be involved in the BES review, and it is
therefore possible that this will not now be raised at E(A).

1. The proposal that the Enterprise Unit should he
involved in the future of the Loan Guarantee Scheme [LGS)
later this year has been accepted by the Secretary of State
for Trade and Industry. It should be noted, however, that
there is no PES cover for the LGS heyond the end of this
year, apnd it 15 therefore an issue 1ikeély to feature in
the PES round in the Autumn. The other recommendations
about finance for small husiness are generally concerned
With Government efforts - without any specific new subsidies
= ¥y 51

.

or tax concessions - te induce pension funds, life insurance
companies, etc to he more sctive in taking equity stakes

in developing small businesses.

CoSIRA and the Small Firms Service
it 4 CoSTRA, part of the Development Commission (DL},
provides advice to small firms in rural areas, while the

SFS provides advice in the rest of England. MISC 108
supgested, with DDE and MAFF dissenting, that further

'--_.-_ - - [*
consideration should be given to improving the arrangements

for liason between the 5F5 and CoSIRA, perhaps through the
transfer of the DC, with CoSIREA, to DTI.

—

B

o From the point of view of small firms policy it
clearly makes sense for LoS5lRA and the SPFS to work closely

together. But as the Secretary of State for the Environment's

=
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paper points out, the DC also has a whole range of responsibilities
for other rural problems other than industrial development;

and it seems wunlikely that rural communities would be able

to generate the resources need to support the effective

LEAs which would be needed to take CoSIRA's place in the

lenger run. When the problem was last reviewed by DOE

and DTI as recently as 1983 it was apreed LE1;1}____1|._]1£ DC

should remaip with DOE, who have general responsibility

for the Countryside Commission and Nature Conservancy

Council. It may in practice be easlier to achieve effective

co-ordination of business advisory services across departmental
boundaries than to bhring togethar two separate Departmental
approaches to policy towards rural areas. Mr Jenkin has
ohjected even to a roference to a possible review, hecause

i1t would unsettle the DC and undermine publie confidence

in the Gavernment's commitmeént to rural development.

He has however conceded (in his letter of 3 May) that

there could be a reference in the announcement to an
examination of the scope for closer liaison, and this

would seem a sensible compromise.

scotland, Wales and Northern Ireland

14 . MISC 108's report 1s primarily concerned with England.
The territorial secretaries of State will therefore need
to review whether any elements need to he implemented in
thelr parts of the United Kingdom. They might be expected

to find the necessary resources from their own programmes.

Announcement of the package

15. Lord Young wishes to announce the outcome of the
work on small firms on the last day of local enterprise

week - Mondav Z0 May. 'The Sub-Committee will therefore
need to review the terms in which any announcement should
be made. The Annex to his paper suggests the elements
which might be included.

CONFIDENTIAL




CONFIDENTIAL

HANDLING
16. You will wish to invite the Minister Without Portfolio

to introduce his paper. The Minister of State for Industry

L
sk S

might be invited to make general comments and other Ministers

(particularly the Secretaries of State for the Enirtonment,
and for Scotland and Wales) will have views about the

recommendation on local enterprise agenciés. The Chief

ind offset for any additional expenditure, and you
might seek a reaction from the Minister of State for Industry,
and perhaps also from the Secretary of State for the Environment

and the Minister of Agriculture, Fisheries and Food.

174 You may wish to establish hefore the meeting whether
Lord Young wants to discuss his disagreement with the

Chancellor about finance for small husinesses. [f he doeas,
the Chancellor of the Exchequer should be asked to respond.

18. Lord Young might be asked to set out the case for
a teviaw of whether the Development Commission should be

transferred to DTI, and the Secretary of State for the
Environment, with the Minister of Agriculture, Food and

Fisherles, putting the opposite view.

CONCLUSTONS
9. You will wish to reach conclusions on whether

L50 the recommendations of the MISC 108 report
(other than those concernsd with the BES) should be
endorsed, And in particular those relating te the

role of LEAs:

L1i) the work of the LHAs commands sufficient priority

to warrant an immedigte commitment to additional

Lovernment spending in advance of the 1285 Public
Expenditure survey, and if so from which programmes
offsetting savings should be made;

7
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{i1ii} (if necessary) any specific puidance should
given to the Chancellar of the Exchequer sbout

the needs of small firms for equity finance, which
he would take into account in rTeviewing the Business

Expansion Scheme;

[iv} there should be a review of the scope for

closer co-ordination between the SF5 and CoSIRA,

- » ﬂl. i &
this should extend to the possibility

and if sowhethex
of transferring responslibility for The Development
Commission from the Department of the Environment

te the Department of Trade and Industry; and

(v the Minister Without Portfolic should announce
the agreed features of the package om Monday 20 May.

P oL GREGSON
14 May 1985

B
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I LOCAL ENTERPRISE WEEEK

Background

The fact that this is Local Enterprise Weekx may prompt
hostile or favourable gquestions, as last week from Peter

Thurnham.

Points to make might include

i) Small firms employ about 25% of the total workforce,
and 36% of private sector empleoyment. They account for
gome 20% of GNP. But the most dynamic economies eg the

8A and Japan have a higher proportion of small firms.

General Point

Under this Government the climate is improving:

ii) Eelf employment has risen by about 500,000: £from
7.5% of the employed work force in mid 1979 to 9.5% in
mid 1983 and higher today.

iii) There were over 100,000 more UK firms in 1983 than
Im-1979,

iv) This Government has substantially reduced the burden
on small firms, It has reduced the small firmsg' rate of
corporation tax from 38 - 30% and abolished the Wational

Insurance Surcharge.

wi The Government has a wide range of measures for

assisting small firms starting up:

the Enterprise Allowance Scheme is now helping
1,250 people each wesk start their own business

with a vervy high success rate,




some ETBm was: invested by 10,000 individuals
nsing the Businesa Expansion Scheme in the first

year ,

During 1983784 the small firms service desalt

with over 300,000 enquiries and arranged 28,000

counsellor sessions,




Mortharn Ireland Office
Stormont Casile
Balfast BT4 35T

The Rt Hon Lord Young of Graffham

Cabinet OEfice

70 Whitehall

LONDON  SWl I3 May 1985

Dw Miaser E” :

Thank you for sending a copy of your mimite of EI'.F!.pr:i.l 1985 to the Prime Minister on
the proposals arising from MISC 108.

I welcame the work undertaken by the Group and the positive recammendations to assist
small firms made in the Report, I accept that most of these recommendations are aimed
primarily at activities in Great Britain and, although the Repart acknowledges the
greater progress made in Northern Ireland towards the realisation of the "one-stop shop™
concept, I would nevertheless wish officials in Morthern Ireland to examine the Report
caref_ull}r with a view to J.Trpla'rentlng ﬂmﬁemﬂatm -.-.ﬂ-.iﬁh wonld benafit the

i - Ny ]
i - . B ——— o — - -
L L . L PR et el oA et =

I am l::-:ntent m_h the rammﬁatzn'ﬂ and yn:u.r Prcp'!rs.a.l to azmcure the package
during Local Enterprise Weelk. -

I am copying this letter to merwbes of E(A), Keith Joseph and Sir Robert Armstrong,

e | ‘j-urn I1'nWAA'} 3
\PS/308 (B&L) | ; FW W"‘"\

P5/PUS (B&L)(
|PS/Mr Blooomfield (Pavie Senrsmy)
C ppprrd s
fuaag » ‘Hrﬁ - i -..l‘..u_'n-n..)
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MR TURNBULL 10 May 1985

MISC 108

Small firms are important: arguably they have been
responsible for half the new jobs created over recent years,

and prodoce [ive times as many new jobs per head emploved as
do large firms. The MISC 108 report is workmanlike but
makes no major discoveries., The important thing is to keep

promoting the enterprise culture: in schools,; universities
and life at large.

The main proposal is greatar support for Local Enterprise
Agancies (approximately €20 million over next five years).
____'___d
This is good politics and should also result in less
bureaucracy and batter advice to budding antreprensurs. It
should allow DTT to concentrate on co-ordinating
intardepartmental inputs to the LEA's and in providing the
more complex adviece. In effect the gradual privatisation of

e

the Smal]l Firms Service as presently constituted, It will
i EA

- _\_\_ﬁ S——
cost money in the short term but we ought to save it in the
long term.

The report also recommends that the Development Commission

and CoSIRA should be transferred from the DoE to the DTI.
sl

Administratively this may be sensible but would not be

worthwhile if it provokes strong departmental epposition.

T ——

We recommend you support the LEA proposal, and if necessary
be prepared to accept the €6m first year costs as additions

to the PES (this can easily be financed by changes to the

small firme corporation tax rate) but look for subseguent
years to be funded in whole or part by savings within DTI.

fgher tau
il | |

\_PETER WARRY " 'h

A
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The Bt Han Lord ':"i:-',!_nn of Grallham
Minister without Portiolio

Cabinat Oflize

Whitehall

LONDON

SWa 1A%

MIZS 108

Thank you [or sending me a capy af your minuie of 24 Appll ta the
about e report of the above Group. [
Mg you have indicated an the seport, o the main, the recowmiendalicns address the
situation: in England, and itz implications for Scotland will be a matier for
distussion boctween us in due course. Howaver, at this slage I can say that
genecally speaking | am cantent with what vou sropose. The @eniral sonecep!l ol
concenlrabing suppart Toir simall Drme &t the loacal leval as _-..-.-.-|-.:_-|_|-.|._- I me,
altaouph [ would have refervalions aboul gsing procizely the fame svslem as
propose [oc England beeauss ol the rale in Scotiand af the shlands & Islands
Development Ioard and the Seoltish Dovelapment Agency (5DAJ.  Whils the SDA
flwes r“"“!'--"g and other sepparl Lo o nembers of Enterpeige Trodtd, some ol the rural
areas ol heotland; ond in parbicular the Hiphlands and Iafonds, are without Trusts
hecagse of the dilficulty of raising private sector funding,

On rill-"ll"i‘-.ﬂ': I am |:IE'.rI:'l':l.I|3.r'|:.-' :.‘:'l'-':\-"-:] te mee that o recammend an evaluation of
the Enterpeise TFunds for Youth loan feheme, e ia LR inlention o contast a
number ol the Lacal |'_'||'.L'r|:-:r:::" Trusts who are invelved with the |.'1.|||.|'|i.':|: ol tha
grhatge in 3zotland, and Ishall, in due course, leb vou have our views to help in that

evaluation.:

Fipnally, [ note that vou will be announcing & oumber of the report's
recommendalions -'..|Jri.'|H Lao=al E ilerprise Woeek. As you Enose, we too are involved

in a number of promotional ventures during that week and it would be uselul if

T
codid let me heve advance notice of announsements in order thal we can give.a
Seatbish dimession ba Ministerlal soceogches aolel

.- L]
A cany ol this jebter pocs o members of ElA), to the Sesrefary of Slate for
Edusation ans ':Q.*-mn*'-'z, and ta a1y Hobert -'-.:-".:::'.Il'-'-ng_.

E GOWANS
rivale Secrelary
:I:G'!h'ﬁ] by the Secretary of State
i d in Lis absepce

b
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DEPARTMENT OF TRADE AND INDUSTRY
1% VICTORIA STREET
LONDON SWIH DET 5422

TELEFHOME DIRECT LINE 0R.a1%
SWITCHBOARD ©1.215 7877

:Ff May 1985

The Rt Hon Lord Young of Graffham PBC
Minigster without Partfolia

Cabinet OFffica

Whitehall

LONDON

SWl

Secrarary of Stabe for Frade snd fndusny

P Daid, &

Your minute of 2 pril to the Prime Minister sought colleaguas’
agreemsnt to the MISC 108 proposals and to the announcemant of a
package during Local Enterprize Week.

2 At you know, I endorse the central idea in the report of help

for small firms being concentrated at the local leval, I am not
able to find offsetting savings towards the cost of the proposals,
I am submitting additional bids for the forthcoming PES round to
accommodate certain of the MISC 108 proposals - notably theose for
the Enterprise Agency Support and far a Marketing Advisory Service
but unless Nigel Lawson is prepared to provide new money for these
additional bids without reguiring offsetting savings I do not sse
how an early announcement on the work of ¥Your group can be made,

3 ¥ou also ask if your Enterprise Unit ecould be invelved in
discussions on the future of the Loan Guarantes Schema, I am
content with this but I should make clear that there is ng DTI PES
provision for any further extension of this Schema,

4 I am copying this letter to the Prime Minister, Members of
E(A), Sir Keith Joseph and Sir Robert Armatrong,

Y

NORMAN TEBBIT

JHABBF




MR SHERBOURNE 3 May 1985

PAPER BY PROFESSOR JOHN VINCENT ON ENTREPRENEURSHIP

He is right that entreprenesurship i= important. Hence the
Small Business Cabinet Committee under David Young and the
frequent references in speaches and indeed in the Employmant
White Paper to the importance of enterprise.

Yes, the EAS needs to be expanded and marketed aggressively
— agreament has already been reached to do just that. And
yes, starting entrepreneurs need eguity, not loans. Then
why does he suggest an SBIC type method where borrowings ara
made available for small businesses - and does he know that
the American experience of bad debts has been so bad that
they are now contemplating winding up the whole programme.
Our own loan guarantee system which mimics the American idea
has also been very disappointing and is having to be
controllad.

The main problem seems to be the lack of tax relief for
people wishing to invest in a venture capital fund. We are
working with the Financial Seecretary on this taxation
quastion.

DTI have recently re-packaged their measures of assistance
to small business and entrepreneurs, and although they have
not fully privatised it they have greatly simplified the
ayatem. They would be reluctant to go further.

The target group approach has much more novelty and I think

is most interesting. I will incorporate these thoughts into

a4 note to the Prime Minister along with Michael's scheme for
job creation awards.
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PRIME MINISTER

MINISTERIAL GROUP ON SMALL FIRMS (MISC 108) \

F
I have read David Young's minute to you of iéf April,

putlining the recommendations of the group he chaired on
small firms (MISC 1D81.

I support MISC 108's recommendations and think fthat
the proposals will be generelly helpful in contributing
to the 'enterprise culture' we are seeking.

I note that David's measures put particular emphasis
on improving information end advice to small ficrms. I accept
there {s a limit to other measures we can rtake without
incurring unreasonable costs. Butl by Che same token I think
that in putting forward our propeosals we should not unduly
ralge expectations on Lthe effects they will have on small
firms and the economy generally.

The best contribution we can make 1s Cto create as
many new openings for small firms as we can. This 1 am
trying to do through bus deregulation, airline policy, and

contracting out in MNatiomalized Industries.

I am copying this minute to members of E(A), to the

Secretary of State for Education and Science, Co David Young

(L T
F
el

NICHOLAS RIDLEY
2  May 1985

and to Sir Robert ArmsCrong.

CONFIDENTIAL







CONFIDENTIAL \

W e I-._il-ll i

2 MARSHAM STREET
LoNDON 5%WIP JEB

01-212 3434

My ref:

Your ref:

® May 19

MINISTERIAL GROUP ON SMALL FIRMS: REPORT TO E{&)

. | o™ -
In your minute of 24 April to the Prime Minister you invited
colleagues to confirm their agreement to the MISC 108
recommendations (contained in E(A)(83}23) and the package you
intend to announce in "Local Enterprise Week", indicating any
areas of disagreemant.

The Group's recommendations do I believe represent a very positive
approach to the problem of small firms, even though as you say
the ground has been well tilled.

I welcome particularly the proposal to build up local enterprise
agencies, though of course more work still needs te be done

to develop the policy fully. Success will depend particularly

on local initiatives, encouraged and supported by staff in the
Department's Regional Offices. My staff will continue to play

an effective role - they have been inpstrumental in =etting up

a fair number of agencies in urban areas - but the main burden
will fall on cthers. We must have some assurance that they are
willing and able to take this on. It is important also that

we do not deny ourselves all reasonable means to help with the
problems of establishing effective agencies in some of our inner
city and more remote rural areas. Para 9 of Annex F refers to
the special difficulties. I cannot therefore go along wholly
with the recommendation in para 23(1i) of the Group's report

if this would remove the flexibility we now have to use small
amounts of money eg from the urban programme or the Development
Commission to he2lp in excepticnal circumstances where the private
sactor is weak.

On publie procurement, we are also pressing ahead with measures
to improve tendering arrangements for small firms.

Work is in hand as you know on simplified planning procedures

and improved guldance on sSetting up a business from nhome. MISC

114 will of course be loocking at a number of these issues in

the deregulation context. Alsc efforts are beaing made to encourage
more private funding of small premises.

I agrea that the proposed review of whether or not the Development
Commission and the Council for Small Industries in Rural Areas
should be transferred to the Department of Trade and Industry
will have to be discussed at E(A). Until we hawve reached agreement

{f?}ﬁjj
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.:n the way ahead there should be no reference to such a review
in any public announcements. To do otherwise would needlessly
undermine public confidence in these bodies. I would however
have no cbijection to a reference in the announcement to Closer
liaison between COSIRA and the Small Firms Service in terms
just slightly different from those in your draft:

"- scope for closer liaison between COSIRA and Small Firms
Service will be examined. Result to be anpnouvnced later

this year."
I am content otherwise with the proposed text of the anncuncement.
The Chief Secretarcy haz asked where offsetting savings can be
found. As Norman Tebbit proposes, I think we should keep an

open mind on this until later in the PES round.

Cople= of this letter go to the Prime Minister, cther members
af E[(A); 5ir Kelth Joseph and to Sir Robert Armstrong.

%J:_m om, C:E.flb

PATRICK JENKIN
Approved by the Secretary of
State and signed in his absence

The Lord Young
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CABINET OFFICE

From the Chanceilor of the MANAGEMENT AND PERSOMNEL OFFICE
Duchy of Lancasier Greal George Sireed
Lord Cowrle Lomdon SWIF 3AL
Telephone 01-233 8610

The Rt Hon Lord Young of Grafl[han
Minister without Portfolio
Cabinet Office
70 Whitehall
LONDON Skia 24T
! May 1985

i it
Mo, (r /

MINISTERTAL GROUP ON SMALL FIRMS: REPORT TO F({A]

[n your minute of 2% april to the Prime Minister you asked for
confirmation of agreement to the package of recommendations on
omall Firms set out in ELA{83)121.

I am sure it is right that we should seek to develop the Local
Enterprise Agency (LEA) network on the lines set out by

MISC 108. Given the patchy performance of some of these
Agencies in the past there is something of a risk in this. But
it is consistent with our approach generally that we should
seek to encourage a local "self-help" approach to the needs of
small firms and it seems entirely appropriate that we should
provide pump-priming assistance to such initiative. For best
results it will be essential to delegate the administration of
the scheme to DTI's regional organisation as proposed in the
report.

I note that the Group's recommendations on financial assistance
to small firms and on the Development Commission and CoSTRA
will be discussed separately.

T am content with the remainder of the Group's recommendations,
subject to the following comments in respect of some of those
on public purchasing (paras 38 and 39 of the report). As
regards Che recommendation on departmental databases (para 34
{vll, my own view is that departments are unlikely to be able
to make very rapid progress in this area. Our feedback from
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departments on the report on Government Purchasing indicates
that departmental databases are generally not yet well
developed and it will take some Cime to make them S0. We

should be cautious of promising too much teoc quickly in this
ATER .

Paragraph 39(vii) of the report Invites DII to complete their
review of the US Small Business Innovation Research programme
{SEIR) . | hope that the Central Unit on Purchasing. when
established, can be associated with this review. The
recommendations in paragraphs 39(1i) and 3%(x)| place
requirements on the head of this tnit. The recommendations
geem sensible and 1 anticipate no particular problems in
implementing them. Nonetheless, I shall want to discuss them
with the head of the Unit, when appointed, to see how Chey can
best be taken forward.

Subject to these points, I am happy [or an announcement of the
outcome of the Group's work Co be made, as vou propose, during
Local Enterprise Week.

I am copying this letter to the Prime Minister, members of

E{A), to the Secretary of State for Education and Science and
te 5ir Robert Armstrong.

GOWRIE
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Fram the Privale Secretary -
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10 DOWNING STREET

From the Private Secretary 2 May 1985

Lo, Lol

Ministerial Group on Small Firms:
Report to E(A)

The Prime Minister has seen Lord Young's
minute of 24 April and has alsoc seen the
exchange of correspondence between the Chief
Becretary amd the Becretary of State for
Trade and Industry. ©She beliewves it is
wrong for propesals to bée made and decisions
announced before the method of financing
them has been resolwved. She hopes this
will now be done guickly.

I am copying this letter to Private
Secretaries to members of Elh), to Elizabeth
Hodkinson (Department of Education and Sclence)
and Bichard Hatfield {(Cabinet DEfice]).

S R
Raodiiiads

(Andrew Turnbull)

Leigh Lewis, Esg.,
Qffice of the Minister Without Portfolio.
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i reASHT { hambers, Parliamert

U= 2t S0
PRIME MINISTER

MINISTERIAL GROUP ON SMALL FIRMS: REPORT TO E[A)

David Young wrote to you om 24 April absut the major recommendations which
MISC 108 had put forward ta E{A). I fully underatand why Dawid would like the
Government to make a firm announcement about additional expenditure in Local
Enterprise Week. But I do not believe we can contemplate spending additional

sums without agreeing that offsetting savings should be found.

£ The cost of the measures proposed amounts to E6m in 1986-87. Dawid
mentioned that I would, exceptionally, be prepared to agree to an announcement
bafore we had identified specific offsetting reductions. However, I was apeaking
to him on the assumption that E{A) would have an opportunity te discuss
MISC 108's report. If colleagues do generally indicate in correspondence that
they want to increase support to local enterprise agencies - the report's main
proposal - then | must insist that bafore we make any announcement, we are all

clear that offsetting expenditure savings have to be found elsewhere.
3. I am copying this minute te all the other members of EiA) and to

L

#

-

Sir Robert Armetrong.

N.L.
1 May 1985













