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0 Whitehall London SWIA 2AS Telephone 071200 0101

From the Secresary of the Cabiner and Head of the Home Civil Service
Sir Robin Butler KCB CVO

Ref. ADS0O/1251 24 May 1930

Vous Gerpey

Many thanks for your letter of 15 May about Business in the
Community's proposals for regional venture capital funds. With yeour
agreament and Peter Gregson's, I have spoken to S5ir Hector Laing and
have =aid those promoting this scheme should address themselves to
you. I added, however, that this did not mean that the sbjectiens in
principle to a Governmant financial contribution would be easily

overcome.

I am copying this letter Peter Middleton, Peter Gregson and

Andrew Turnbuil.
ygm £ L
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S5ir cGenffrey Holland KCB
Department of Employment
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Caxtzen Howse, Totkill Street, London 8WI1TH SMF
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Permanent Secretary
Sir Crzofitey Holland KCB
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I am replying directly to Sonia Phippard's lgtté}'af i? April to
Tony Medawar, as requested by Tony.

I can say straight away that the proposal by the Midland Bank to
make available a number of ' regional funds for small eguity
investments is very much to be commended. There is undoubtedly a
'gap' in equity finance for amounts of the size envisaged, E5-
50,000, although the level of demand and the size of the potential
market is simply not known, as the Target Team remark in their
draft report. I should add incidentally that the remarks about
tha Loan Guarantee Scheme in the draft report are not accurate and
Sir Peter CGregson was briefed toc say so. This does not however
affect the case for considering the provision of eguity finance.

hs regards the background ©of the proposal, Tony Medawar has
already pointed out that it was not put forward at the final
meeting of the Target Team whose report merely set out the Team's
balief that Business in the Community should continue to seek
private and public sector sponsors for small development capital
funds. Since that time BiC officials, Peter Quine and David
Grayson, have from time to time made brief mention to one or two
officiale here that funds were in prospect and that in due course
a Government contribution might be sought but they asked
gspecifically for the information to be treated in- strictest
confidance.
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Very recently David Grayson gave an indication of the scale of
funding he had in mind. My officials expressed some surprise at
the scale involved and that, in conjunction with DTI's earlier
rejection of a wvery similar proposal from the British Venture
Capital Association, is no doubt the reason why Sir Hector decided
to approach you directly.

Quite separately however the Midland Bank have kept Tim Eggar, as
emall Firms Minister; in the picture. They mentioned a proposal
to him in a letter set last October. They mentioned that that
proposal had been put first te the Committee of London and
Scottish Banks but that Midland were proposing going it alone
following rejection by the Committee. They did however
specifically ask Mr Eggar to treat the information in confidence
both from BiC and “on the grounds of competition®.

Midland wrote again on 5 April this year to update Mr Eggar with
the news that they were nearing completion of their plans and were
proposing to contact DE officials to explain to them in greater
detail and also to explore the prospects for a Government
contribution. Mr Eggar replied on 9 May that officlals here were
looking forward to discussing the scheme when Midland were ready
but his letter was overtaken when he met Ian Mullen of Midland
Bank at an Association of British Factors dinner on the evening of
9 May.

Mr McMeekin of Midland has now written direct to Mr Eggar
enclosing a copy of the BLC proposal. He also mentioned that Sir
Hector Laing was to dine with the Prime Minister on the evening of
8 May and that the subject would probably arise. Andrew
Turnbull‘s letter of 3 May however sets out what happened and I
now awailt an approach.

In summary therefore we have up to now been kept rather vaguely in
the picture (thought every contact has been informal). No written
proposal has yet been put to this Department nor have we been
asked to react to a specific request for funds. Naturally a
request of this nature would require detalled consideration, in
due course involving the Treasury, and the [inal decision would
need to be taken by Ministers. We are ready to meelL BIC but
clearly we would need a good deal more informaticn than has bean

provided so far.

A number of immediate questions arise including those of
displacement, additionality, the gquestion of equity participatiocn,
and the check and balances that would be needed to justify
contributing public money in the manner suggested. But over and
above all that there is the primary question about the
appropriateness of Government funding for this kind of proposal.
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Midland, who tried initially to get backing from the Committee of
London and Scottish Banks, have made no secret of tha fact that
there ie a competitive element and to some extent at least a long
term investment for the future although we do appreciate the
Target Team's arguments about the difficulty of making a
commercial case for the provision of egquity funds on this scale.

Mevertheless we do know of at least one other wery large company

which iz on the point of launching & very similar eguity fund as a
contribution to community regeneration but which is not seeking

any public sector contribution and which has found a way ay to set up
the fund commercially.

My conclusion is that there must clearly be a serious guesticn
mark over a centribution from the taxpayer to a venture of this
nature funded largely from by one particular bank. I think it
reasonable for you to point this out to Sir Hector if by any
chance he approaches you again. I fully agree with the advice in
your minute of 8 May to Andrew Turnbull. Meantime, I myself awalt
developments here. I rather suspect the next step will be a
raquest from Sir Hector Laing for a meeting and I am inclined to

think that, if that reguest materialises, Tim Eggar should see
him.

I am copying this letter to Sir Peter Middleton, to Sir FPeter
Gregson and to Andrew Turnbull.

|
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FRIME MINISTER 19 February 1990

CI'TY SHORT-TERMISM AND UE INDUSTRIAL PERPORMANCE

A LACE OF EVIDEHNCE

The Treasury paper of 14 February demonstrates that Lhere

is wvery little evidence of any link between inadegquate long-

term investment by UE companies and the short—-term attitudes

of some of the financial institutions.

A GAP BETWEEN MANAGERS AND SHAREHOLDERS

The paper does, however, recognige that pension funds 1n

particular do have short=term

attitudes created by the

Ccompetitive neead to dalivar good short-term portfoalio

performance.

The management ©of UK companies often hold this wview of the
City and although it doess not seem to influence the companies’

decision-making, it does create the climate of suspicion

and antipathy in which locge talk of "short-termism"

flourishes. e
The root of all this lies in the fact that the trustees of
pensicon funds in general have ng wish to use their position
&3 important shareholders Lo discuss issues of common interest
with the Boards of companies., So there is often felt to
be a wide gap between the managers and the owners of a

business.

TAEE-DVERS

The threat of take-over is certainly a powerful stimulus

to management and shareholders deo 1n practice rely on that




as their ualtimate protection. However, the gap between
managers and sharcholders becomes critical whenm a bid is
actually made. There iz little evidence to show that hostile

take-ovarsg ara geperally a SuCCEeEsSs anc in many cgseg

sharehoeldars would be b@p@gz_ﬂﬁﬁgzéed aot te gell out but

to change the management themselves - which they are rarely

organiased to do so0.

To make take-overs more difficult will simply weaken the
mogt potent pressure con management but that is not the same
thing as saying that every hostile take-over i3 necessarily
a good thing. Major shareholders could, when necessary,
exert their own pressure for management change; which might
well be in their interest and in that of the industrial
performance of the UK. This is not a matter for government
but there 1s a case for urging the institutions to reconsider
their position con this issue. It cannot be healthy that
anly }éiunf_EEE;thkﬁgginfgSL“IhEir votes at annual general

meetings when directors are elected.

CONCLOSION

I1f 'short termism' iz really a problem created by a lack
of communication between managers of companies and their
shareheolders, 1is it necessary to promote structural change
in rasponse?

Section 4% of the Treasury paper looks at the ways in which
ﬂan—eer:;Ive &irecuﬂfg Eéﬁia-be used to link companies and
major shareholders, You may wish to ask Mr Major if he sees
greater institutional involvement of this sort as being
desirable in itself - do we actually want them to acquire

greater direct influence?

A better way of improving the relationship between the 'City’

and industry might be to encourage the pension fund industry




Lo re—-asgessg its attitude towards short-term portfolio

parformance and high turnover of shares.

HOWELL EHARRIS HUGHES
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. Increasing the number and role of independent non-executive
directors is widely seen as a means of providing both affective
pressure on management short of takeover and a reliable channel of
communications to large shareholders. The Bank of England, the
clearing banks, the CBI, tha Stock Exchange and other bodies have
pponscored a campaign by PRONED (Promotion of Non=Executive
Directors), which incIEEEE_EEEdEirculatian to all listed companies
of a Code of Recommended Practice. This called for each Board to
have &trong, Aindependent non-executive directors to number at
least three and to be one-third of the board with a controlling
majority on audit and directors' remunerations' committees. Their
main task should be to help the board provide the company with
effective leadership, to ensure the continuing effectiveness of
executive directors and management and to ensure financial
probity. The code makes the obvious point that such directors
need support from the chairman and relevant Ainformation in good
time, It is, important, however, that the non-executive director
should not be in the pocket of the full time management.

48, Surveys in 1983, 1985 and 1988 of the Times 1000 companies
show that the number of non-executive directors as a percentage of
the total board has increased from 33 to 36 per cent, but that the
rementum slowed in the last three years. 44 per cent of companies
had fewer than three non-executive directors. There has, however,
been a marked shift towards more ' independent ' non-executive
directors - 75 per cent in 1088 of them against 65 per cent in
1985 had not served as an exscutive or had a professiocnal

relationship with the company.

49, Possibilities for encouraging non-executive directors further

A ———— —
——

include!

(a) persuading companies to consult major institutional
shareholders about non-executive directors. The
i{nstitutions would not wish to see their own employees
on the board, but their involvement might Jlead ¢to
non-executive directors being more widely sean as an

appropriate channel for shareholder concernj
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in principle major instituticns might share out the lead
role in applying shareholder pressura through a
non-exacutive director on companies in whom they all had
an interest. However, despite attempts to encourage a
move in this direction, the Bank say that there is
insufficient consensus at present to make this workable;

encouraging or regquiring institutional shareholders to
ayxercige their voting rights, or at least consult the
beneficial owners, particularly in the election of
directors. At present, only some 1l per cent of proxies
are exercised. In the USA the Department of Labour
argues that the trustees of certain funds are obliged to
vote their shares after considering the best way of
protecting heneficiaries’' long term interests. The same
may be true here. There is a risk that in practice
institutions would exercise their wvoting rights
passively, and follow the company management's own
recommendations with little questioning. But this area

may deserve further work;

formally requiring, aither through Stock Exchange
listing reguirements or company law, a set number of
non-executive directors on boards of listed companies
over a certaln size. However, the Government has
opposed backbench amendments to this effect to Companies
Bills, arguing that companies themselves  should
determine the most effective management and supervisory

gtructure.

50. The Bank will continue to encourage mora non-executive
directors but, short of compulsion as in (4d) above, progress 1is
likely to be slow. —_—

51. Critics of short termism in the UK point to the beneficial

long term involvement of the banks in Germany and Japan as an
alternative model. Hostile takeovers are practically unknown and
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i
SHORT-TERMISM [

The Prime Minister has asked the Treasury to comment on the

iss5ue of "short-termis=sm".

She may be interested to note an article in the February edition
of the Bank of England gquarterly bulletin on the development
of venture uapitaf funds. I encloge an extract which discuszes

on the part of pension funds and insurance

companies. :

—

In this instance; "short-termism™ has a clear definition.
It is often used more losely But T think it is fair teo say
that the pressures for short-term portfolic performance often

underlie what is said. Where venture capital is required,

—

those pressures may inhiblt really long-term commitment; where

—_——

shareholdings in guoted companies are the issue, those pressures

deter pension fund managers and trustess from establishing
relationships with the management of companies which would

i = = e S i
remove the eclimate of sufpicion which fregquently exists

nuwaﬂgyﬁ. Those relationships would not relove the deterrent

effect of potential take-over whers the assets of a company

did not perform but they would do something to recreate the

necessary link between owners and managers which has been

weakened by the rapid growth of institutinna]lﬂwﬂETship.

ST g

HOWELL HARRIS HUGHES




Increasing signs of short termism?

UK pension funds and insurance companies have been
considered ideal investors in venture capital funds
because of their long-lerm honzons, However,
institutional fund managers have increasingly come under
pressure 10 demonstrate beiter than average short-run
returns, including those from their venture capital
investments. Venture capitalists are responding 1o these

pressares in a number of ways. First, they have increased
information flows 1o investors by providing, at least once
1 vear, reports on the progress of funds, in particular what
interim rates of return have been achicved and what final
returns might be expected. Although such estimates are
accepied as tentative, some indication of progress is
considered to be better than none. Second, veniure
capitalists have increased their investmenis in buy-outs,
attracted by the promise of quicker exits than those
offered by traditional forms of venture capital
investments, Third, an increasing number of new venture
capital funds incorporate pre-sel performance Largets,
which cin stipulate minimum returns 1o invesiors and
require capital repayment on realisation of individual
investments. Fourth, the fee structures, charged 1o the
fund's investors, are changing in response to institutional
pressure. Front-end fe2s (up 10 2% of 1otal funds
commitied) are gradually being eliminated. There are
indications that the size and basis of annual management
fees are being increasingly examined.

There are mined views within (he industry about these
developments. Many venture capitalisis are concerned,
for example, that oo much will be read into estimates of
interim returng 2nd that this will lead 1o even greater short
termism on the part of investors, The other developments
mentioned above may, in part, be indications of greater
investor experience and incréased competition among
venture capitalisis for institutional capital as much as a
'II reflection of increasing short termism. There is a gencral

worry among venture capitalists that shorlening

| investmen! horizons will especially damage those venture
capital crganisations genuinely involved in long-term,

\high-risk investments which need patient money.
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14 February 1990

P R C Gray Esg
Private Secretary to
Prime Minister

10 Downing Street
LOMDON

SW1

De. P

I attach a papar by Treasury cfficials on City Short Termism and
UK Industrial Performance, which was prompted by the Chancellor's
discussion with the Prime Minister on 17 January. Although the
Chancellor has not been able to consider the subject closely
himself, he thought it would be helpful for the Prime Minister to
see it (or at least the four page summary at the front) before the
dinner arranged by the Governor tomorrow. As you will see; the
paper reflects exchanges with DTI officials and the Bank, but it
has not been agreed with them. (The timetable for completing the
papar had to be compressed a little to meet the deadline of the
dinner and cne or two detailed corrections may be necessary
later.)

The paper concludes that the case that "City short termism" has

been a major cause of inadeguate long term spénding by companies

has not been established, and that the Government's main

contribution is to provide an environment of stable low inflation,

permitting the high profitability which has recently led to

increaged long term spenﬂlnﬁ Ex companies. But it discusses some
I|1_‘EI"']l qu

modest options W CHh might be help , though none of them would
produce rapid or dramatic results.

I am sending copies of this letter and the enclosed paper to the
private secretary of Mr Ridley and the Governor.

Youos
Ja.

JOHHN GIEVE
Principal Private Secretary
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CITY SHORT TERMISM AHD UE INDUSTRIAL PERFORMANCE

SUMMARY AND CONCLUSIONS

Introduction

The attached paper discusses the thesis that "City short termism*
is a major cause of inadequate expenditure by industrial companies
on research and development (R&D), training and other aspects of
innovation (most of which are current costs and so reduce reported
profits) and on fixed capital investment. These in turn lead to
veaknesgas Iin the UK's industrial performance compared with our
strongest international competitors, Germany and Japan.

Evidence

2. There are indeed major structural differences in tha financial
environment in whiech industrial companies operate in the UK
:nmpared w;th Gﬂrmany and Jap&n uﬁgy-ﬁiffsranc&s area the graaﬁer
1mpurtance ut the stnck Exﬂhange, publicly gquoted shares, and the
non=-bank financial Lnstltutluns whlzﬂ_ihgld most shares hare,

téﬁﬁa:ed witﬁifﬁ; influence of the banks in Garmany and Japan; and
the greater openness to hmstile takeovers here and in the USA,
whareas such takeovers are almost unknnwn in Garmany and Japan

- P

UFK arrangements, however, have advantages (market pressuras for

efficiency and mobility of capital towards more profitable firms).

i. On the other hand survey evidence from industrialists, perhaps
surprisingly, does not support the idea that City pressures are
the main cnnatrq%ﬁiﬁhn long term expenditure. One reason may be
that the cnmpaniéﬁ likely to be most affected by City pressures
are those whose currﬂnt perfurmanca is not strong but which hawve

e T

plans for improving it in, Bay ; Iivﬁ years time that are not

sufflciently craedible to investors; sharp discontinuities of this

—

sort may be relatively rare.

i

4. Concerns about the UK's performance relative to Germany and

Japan, and often the USA as well, hava bean preu;lent for many

—

decades and certainly started well before the proportion of shares
hald by financial institutions or the size of company vulnerable
to takeover bids reached their present levels. At the same time
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it is eclear that City short termism has not prevented the
considerable improvement in the UK's absolute and relative
performance during the 1980s (see para 27 and Annex B).

5. The paper concludes that the case for City short termism as a
major causa of industrial weakness is not established and has been
exaggarated. This conclusion need ﬁaaucaﬁfliﬁf1with a baliel that
the UK'e industrial performance and industrial competitiveness
nead further improvement or that higher company spending on
innovation is needed to achieve it. The main weakness could lie
in 4industrial management itself and its own short term attitudes
which can exist independently 1nf__§;ty

pregssures; and in deap
seated in?T;E;;;; like the educati&ﬁ syﬁﬁgﬁ, the quality,
gualifications and management style of senior executives, as well
ag in macro economic policy and performance in the UK over many
decades.

Measures taken or proposed

6. Part IV of the paper discusses a range of measures which are
relevant to parceived City short termism.

7. Thesa include better communication by companies of their long

term plans to shareholders, more dialogue between companies and
]

their pension funds about guidelines for investment in egquities of

—

other companies and about how to vote shares, eg on directors and

takeovers; and tax changes to penalise high turnover of portfolios
or to reward patience. All these are designed to affect the
behaviour of institutional shareholders.

8. Increasing the number and role of non-executive directors
independent of full time managements has been widely backed, as a
way o©of maintaining pressure on companies for strong performance,
short of a takeover, and of improving communication. After a
period of progress, this seems to have faltered.

9. Individual shareholder ownership has been tripled by Government

action. It is not clear whether or how far individual

sehareholders are less short termist than institutions. But they
—— r i

are Jlikely to be, if only because of inertia and highar

transactiomr—eosts.
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10. Some critics want to protect management from shareholders
through more frequent intervention by the competition authorities
to prevent takeovers, for example, of firms with high R&D
spending. (S8ee the Labour party's recent "Technology and Training
in the New Industrial Age".)

11. 8Sewveral of the proposals in paras 7-9 are sensible. But as
things stand, there is unlikely to be wvery rapid or extensive
change - certainly not enough to satisfy those who exaggerate the
caugal role of City short termism.

The Role of Government

12. The most important contribution of Government te improving
industrial performance is to provide business with a stable, low
inflation environment in which it is esasgsier to make Iang term
ﬁiana and leas.riaky to take the long view; and in which it should
be possible for recent levels of profitability, innovation
expenditure and fixed investment to be further improved.

13. Many of the Government's existing policies will alseo
contribute over the long term:

(a) promoting supply side changes, non-intervention in the
affairs of 13&1;i&ﬁéi_Eampanies, and continuing to refer
takeover bids, other than those caught by the new EC
regulation, to the Monopolies Commission mainly on
competition grounds;

reducing public expenditure on near market civil R&D,
while continuing to support the science base and

reducing defence R&D so as to free resources for company
expenditura (though the planned reduction has Dbeen
somewhat slowed down to allow for developing the

European Fighter Aircraft and the Challenger 2 tank);

improving value for money from public expenditure on

training and stimulating more COmpany expenditure
thréﬁéh the Training and Enterprise Councils (TECs).

3.




CONFIDENTIAL

14. The Govermment's role in changing shareholder and company
behaviour on lines discussed in Part IV of the EEPEI is much more
liEIEE&: Excapi through wider individual share ownership, and
seeking to identify tax changes that are helpful in this context,
practicable and defensible. There are however some modest options
which may be worth exploring:

(a) the Governement can help improve communication with
shareholders through aspeeches and by supporting
disclosure reguirements, as with the accounting standard
on R&D which will begin to bit this year. This approach
could at a later stage be extended to training: if that
was thought desirable, Minlisters could seek to stimulate
early work by the accountante on the problems of
definition:

the Government has resisted legislation to reguire
non-axecutive directors when backbenchers have proposad
it. But the Stock Exchange might be invited to consider
whether it would be desirable to imitate the
requirements of American exchanges, at least for larger
listed companies; on

Ministers can of course refer in epeeches to the need
for innovation expenditure by companies to be based on
long term judgements; to the evidence that active
management of portfolios by fund managers does not yield
higher net returns; and to the case for companies to
discuss with the trustees of their pension funds
investment guidelines, the criteria for Jjudging fund
managers, and arrangements for deciding how their shares
should be voted, eg on the apppointment of directors and
takeovers. They could also discuss these and similar
options with the CBI during the presidency of 8ir
Brian Corby, the Chairman of the Pru.

14 February 1990
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CITY "SHORT TERMISM® AND THE UK'S INDUSTRIAL PERFORMANCE

I INTRODOCTION

This paper focuses on the argument that City "short termism® - a
convenient shorthand which is spelt out later - is a major cause
of inadegquate company Expendépyre on R&D, training and innovation
g&neially;_uég' weil ag on fixed assets and that this leads to
weaknesses in the UK's industrial performance, compared with its
strongest competitors like Germany and Japan. After setting out
the argument, the paper discusses the evidence for it and some
relevant measures that have been proposed or might be explored.

2., Bome of the evidence and measures are also relevant to the
related but different guestion of the prevalence of short termism
among induastrial managers and its effect on the UR's international
compatitivenass, irrespective of the relative importance of the
City as a cause. But the paper does not directly address that.

3. The conclusion points to some ways in which the Govermment can
help. But the levers it has for affecting shareholder behaviour
are limited, structural differences between countries are
difficult to alter, and the reasons why we do not match Germany or

| —— N A

Japan are deep seated. Thg'mﬁaper does not offer new measures

capable o industrial performance to
their level.

4. The paper has benefitted from comments and contributions from
DTI officials and the Bank of England but is not agreed with them.

I1 CITY SHORT TERMISM : THE ARGUMENT

5. There are several strands to the argument about City short
termism and its damaging effects on companies and the economy:
a. tha investment of UK perscnal savings is dominated by
large non-bank institutions. It is argued that the
investment decisions of these institutions are taken by

(highly competitive) fund managers, who need to show
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high short term (cften annual or guarterly )} returns
{even though they typically have very long term
objectives);

share prices are vulnerable to rapid downward movement
should sentiment change;

a high proportion of UE companies by value are guoted on
the stock market, or have readily tradeable shares:

R

UK companies are open to hostile takeover if their share
price drops; and many such takeovers occur:
Ccompany managers must tharefors concentrata their
efforts on ensuring that their share price is kept high.
This means maximising short term earnings:

e

by impliecation, this is at the expense of investment in

i

R&D, training and fixed assets and hence of longer term
e — s _ —
earnings.

_-I-i-

E. The same complaint is alsc made in the US. The two Anglo-Saxon
countries, on the one hand, are cnntraate&-;ith Germany and Japan,
on the other: the position on most of the points in paragraph
5 (a)-(f) are asserted to be worse in the former two countries
than in the latter. These criticisms are common but they are

typically made most forcibly by managers of companies whose short
e ———

term performance is not strong.*

7. The subject arouses strong feeling and has provoked much
discussion and analysis in recent years, as the references in this
paper show. But it remains intractable in terms of evidence on
the causal importance of City short termism: and, even if the
argument were regarded as inherently unprovable but broadly
correct, of identifying practical and desirable remedies.

A 1987 DTI study of the performance of 7 companies whose
chairmen had made representations both for and against
openness to takeovers, showed that those advocating greater
protection had the worse company performance. A recent
update shows no change in their comparative positions.
However, the study was not detailed and the correlation could
ba due to other factors, such as company size.

2.
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ITITI EVIDENHCE

8. Evidance involving international comparisons and claims about
cansation is unlikely to be conclusive. But I1deally the thesis
about City short termism should be supported by evidence not only
that the factual points in para S{a)-(f) apply to the UE and
either do not apply or apply to a smaller extent to Germany and
the Japan; but also that these cause the differences in industrial
performance, though here we have to make do with surveys of the
viewe of participants in industrial decisicone, the rTeactione of
stock markets to information about innovation expenditure, and the
timing of changes at the finance end and in industrial
parformance.

Some of the necessary evidence is undoubtedly there, though it

iz not sgufficient on its own. There are major structural
differancaes between the capital markets of the UK and Germany and
Japan, as well as many important social and legislative
differences.

10. Institutional investments follow a different pattern in
Germany. A large volume of German personal savings is channelled
into savings banks (whereas in the UE, equivalent savings would
tend Eﬁ”ﬁﬁ"ﬁﬂ_iha__Eﬁilﬂ%EE societies). The German commercial
banks borrow from the savings banks, and channel the monies into

industry. -

ey

g

11. The relationship between banks and industrial companies is
much <loser in Germany than in the UK. Depending on their size,

iz closely involved in the company's financial "Effat¥s. The bank
will hold a considerable amount of collateral, in the case of

companies have one or more "Hauﬂhanklg ie a principal bank which

smaller companies, and/or proxy vﬂf}hq__ziggta on behalf of
sharehnldgz? and seats on the cnmpa;;Ta gupervisory board, in the
case of larger cofpanies. The bank will also influence company
behaviour tﬁiﬂﬁéﬁ“ providing investment and corporate finance

advicae. —_—

3.
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12. Another difference lies in the arrangements for funding
occupational pensions. German companies typically carry a large
part of their pension liability on their balance sheet. This
means that they have a very significant additional source of

internal finance. It also means that pension funds are much less
1mpartant in terms of institutional investment in Germany than
they aré'ln the UK. e

13. The position in Japan is much closer to Germany than to the
UK. Many companies, Tncluding many of the larger ones are
“protected by a complex system of inter-locking shareholdings.
The companies build up relations with institutional investors in

pursuit of long standing mutwal shareholdings. There is a
pre-eminent emphasis on retained capital as a source of

investment, WIth very low dividend levels by Anglo-Saxon

e —mmy

standards. This, in turn, reduces the pressures on companies to
meet short term returns.

|

14. In the UK by contrast the proportion of shares in the hands of
non-bank financial institutions is excepticnally high at 68 per
cent of market capitalisation, though even in the LI.F the
institutional proportion now seems to have passed 50 per cent.

15. Moreover in the UK a far larger proportion of economic
activity is represented by companies whose shares are traded on
the Stock Exchange.

16. Germany has approximately 2 million small companies, and only
2,200 public companies. Of these, only some 470 are listed on the

—

ufficial stock Exchnngaz, Trading in equities is on a far smaller
acale to that in the UK. The commercial banks control a high
prnpmrtLan uf'EHEEEE, which they either own or hold on deposit for
investors, whose proxy rights they EEEEEiEE The market
:aplﬁéilaﬂtiﬁn of shares is higher in prnpﬂrtlnn to GDP in the UK
than in any major country in Eurupe or 1 North America tﬁee table 1,

Annex A) though the proportion for Japan is even higher.

e —
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17. In the UK, as in the USA, there is a great deal of takeover
activity. UK

elsawhere, proportionately, than any other country’'s.
Intervention by the UK authorities is largaly confined to cases
vwhich threaten to weaken competition. More important, there are
very few barriers to hostile takeovers erected by private sector
arrangements. In Germany and Japan hostile takeovers  are

e —
virtually unknown.

18. These differences are by no means all disadvantageous to the
UK. For example within Germany the dominant banks are criticised
for conservatism and ignorance which means that some good but
risky ﬁrujeuta "are not financed and many poar projects are
financed. In cases where there is inadequate pressure for good
performance, the absence of a threat from hostile bidders removes
an Iimportant discipline. WNeverthaless the differences exist and
they broadly fit the description of City short termiem in para 5.

19. The evidence is far from clear on whether concentration by the

City on short term profits has an adverse effect on decisions
affecting industry's lanq_term prefitability. A DTI paper (sent
to No 10 on 10 February 1987) concluded that although the UK
spending on R&D did not match Germany's or Japan's, the available
evidence fell short of what would be needed to support the
"myopia" hfpﬂthﬂﬁlh. The available evidence is mainly of two

sorts: analysis of the effect of the markets on R&D spending and

—

——

surveys of industrialists.

20. R&D spending is viewed as a crucial test of the short term
hypothesis because, unlike fixed investment, it is shown in the
accounts as a cost which reduces current profite (because returns
are generally several years distant and very uncertain). A study
for the US Stock Exchange Commission looked at the relationship
there between the RiD spend, institutional ownership and share
price movements. In each case, the actual relationship was the
opposite of what would be expected were short termism true.
fampaniéé with larger prnpﬂrtinﬁa of shares held by institutions

spend more proportionately on R&D, contradicting the short termist

s = -

-
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expectation that institutions would use their greater influence to
maximise short term profits by reducing R&D. Share prices
appeared to react positively to announcements of increased R&D
spending, rather than negatively as short termism would suggest.
A similar study has not been undertaken in the UK.

241, ©On the other hand, there is evidence from one study+
- although contradicted by other studies - that the stock market

uver =yvalues' current dlvldends relative to future dividends,
whlch uuuld ﬁéﬁd to Suppnrt a short termist view. But this
finding applied to the stock market as a whole and not just to
institutional shareholders.

22. Anecdotal evidence was provided by a survey for the CBI City/
Industry Task Force in 1587 which asked companies what were the

constraints pravanting' them from taking long term strategic

investment decisions. The responses listed the cost of capital or
fear of an inadeguate rate of return as the most significant.
Although B0 per cent of the firms surveyed had been involved in
takeover activity in the last three years (either as bidder or
target), none considerad the fear of takeover a major constraint.
Over three-quartars of firme thought pressure from financial
institutions was not a significant constraint, A follow up survey

in 1988 showed some worsening of attitudes but little significant
change, e Dt

23. A 1988 survey by the DTI of 25 firms similarly concluded that,
despite a general belief that short term attitudes were dominant
in the City, this did not significantly constrain R&D expenditure.
The main determinant of R&D expenditure was past and future
profitability. Industrialists in the survey attached importance
to good communications to overcome City short sightedness and
supported formal disclosure of R&D expenditure in company accounts
to allow the City to take account of it: this is to come into
effect this year.

by Wadwhani and Nickel
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24. Other anecdotal evidence points to the failure of some
takeover bids (eg Dixons/Woclworth and BRT/Pilkington), despite a
considerable premium on the current share price, as examples of
the City refusing to be guided only by short term profits.

25, Thare is therefore 1little hard evidence for a causal link
between short term attitudes in the City and reduced long term
investment in industry. Indead, perhaps surprisingly, there is a
good deal of evidence, including the opinions of Aindustrialists
themselves, which 18 at odds with the thesis that short term
financial horizons are a significant constraint.

26. Whatever the truth, it is clear that short termism has not
prevented the significantly improved performance of British
industry in the 19808, compared both with its own past and with
other countries. Annex B gives details.

27. But the major points are:
(a) the fall in the UK's share of mamufactured exports,

compared not only HiEE-GEEMBn? and Japan but also France

and Italy, was halted; .

o —

the productivity gap in manufacturing compared with
France and Germany was narrowed;

a substantial increase in industry-financed expenditure
on RED performed in industry accompanied the restoration
of return on capital in ICCs to 19608 levels. Annex B,
table 3 shows that UE industry spent considerably less
proportionately than Japan and Germany in 1987, almost
the same as the USA and more than France and Italy. But
between 1983 and 1987, UK industry's spending on R&D
increased by an annual average of B.7 per cent in real
terms, agual to Japan and 31gnific5£€ly more rapidly
than in USA, France and Sweden. There was aAlso an
improvement in companies expenditure on training;
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over the 1580s business investment in the UK (including

former nationalised industrias both before and after

privatisation) rose at an annual average of 5 per cent

or twice as fast as GDP as a whole. In the last three
years business investment has risen to a record share of
GDP rising by 10%, 174 and 104 per cent respectively.
It is normal cyclical behaviour for 114 business
investmant to be slowed and falling back from these
exceptional levels in 1990. Annex B, table 4 givas
international comparisons (on a slightly differant
definition). These suggest that of G7 countries only
Japan showed a faster growth of investment in 1980-88;

throughout the period the notable succeses of chemicals
(including pharmaceuticals) and ail ecompanies, which
depend on long term decisions, has continued.

28. Some of these improvements were from a low level and were
partly cyclical. They do not raise the UK to German or Japanese
levels; and it remains possible that City short termism in some
sensa inhibited an even greater improvement. Nonetheless the
timing of various changes discussed casts doubt on the causal role
of City short termism. Concerns that the UK was falling behind
octher countries including Germany and Japan have been expressed
for many decades. The improvements in para 27 have occcurred over
a period in which the institutions' holdings reached their current
record levels and the size of individual bids reached new heights.

Conclusion to Part III

23. The evidence suggests that critics have exaggerated the causal
role of the City in weakening tha UK's industrial performance
compared with Germany and Japan. This econclusion is, however,
compatible with believing that further improvements in the UK's
industrial performance are desirable and that higher company
spending on R&D and training is needed to achieve it.
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IV MEASURES ALEADY TAKEN AND FURTHER POTENTIAL OPTIONS

J0. WVarious measures have been taken or proposed which are
designed wholly or partly to deal with City short termism by
improving the financial environment of industrial companies.
These include:

(a) waya of changing the behaviour of institutional
shareholders, eg better communication by management and
more disclosure; dialogue batwaen management and
trustees of their pension funds about decisions on use
of votes; or tax changes;

promoting wider or deeper individual share ownership:

increasing the pressure for good performance by
companies, short of a takeover, by appointing more
independeant non-axecutive directors or by making the
role of British banks more like that of German banks;

protecting management from shareholders through more
blocking of takeovers in certain circumstances, eg when
R&D spending is 'high’.

31. Beveral of these measures are daesirable for other reasons
irrespective of the importance of the City as a cause of weakness
in industrial performance. The main difficulty with those changes
that are practicable and desirable is that their scale and effect
may be modest and that the Government does not have many levers
for making them more extensive. 30(d) can be seen as the
prescription of those who see 30(a)-(c) as inadeguate to the
perceived problems of City short termism.

J2. This was a central recommendation of the CBI's City/Industry
Task Force in 1387. A year later a CBI follow up survey showed
that:
"Although the majority ... have not changed the amount of
information disclosed to shareholders ..., a significant
minority of large firms ... now reveal more in their annual
reports and individual presentations".
This improvement was modest. Since then the Bank of England
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believe that improvements have continued, though this is time
consuming for top management and more difficult for medium size
than for large companies.

33. The CBI Task Force recommended companies to include a
statement about their innovative activities in their annual
reports, It would be natural for this to include the information
about R&D expenditure which will have to be disclosed during 1990

as the new accounting standard becomes effective. It applies to
accounts for periods beginning 1 January 1989. This will bring
the UK closer to practice in the USA where comparative tables of
R&D expenditure are regularly compiled from information in
accounts.

J4. At a later stage a similar disclosure requirement might be

extanded to training. There would, however, be obvious problems

S —

of definition and it would be worth coneidering whether work to

see if these could be resolved could usefully start now.

35. The CBI Task Force recommended more dialogue between a company
and the trustees of its pension fund and in particular that it

e —

should cover arrangements for deciding how wvotes of the
shareholders' pension funds are cast, particularly on contentious
issues. The Task Force alsoc suggested that investment managers
might be encouraged to get more information on companies' policies
en innovation; R&D, and training.

36. The CBI's 1988 follow up questionnaire showed that only 10 per
cent of all respondents discussed the use of pension fund voting

rights in third__cgmpiﬁféﬂ. One=-third of respondente had no
; 1LIX o

-

regular discussions with trustees.

37. In principle there need be no conflict betweean the
responsibilities of pension fund trustees for the interests of
benaficiaries and decisions by companies in which they hold shares
which maximise profits and returns to sharsholders over the long
term; the managers who complain about the City presumably wish to
take decisions of this sort. Whan delay and risk are involved,

10.
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the trustees, 1llike the management, can be expected to require a
higher reward than with shorter term or less risky propositions.
It has been suggested that trustees should ensure that their

preferances are clearly reflected in the investment guidelines set
for fhind managers. -

3&. The guidelines could alsc usefully cover the desirable extent
of turnover of existing portfclios in the light of the evidence

th%Er_EEEEEEFEELEE_Ef_LHIEEEEEHFIE not justified by higher returns

net of tramnsactions coste.

-

- v
39, Little progress seems to have been made on any of this. Hor
has there been any detectable change in tha length of fund
managers' appointments or the period over which their performance
ig Judged by trustees. It is surprising that so little has been
done, since John Banham pointed out in a speech at the CBI 1988
Confarence:

"Thage are matters under our control: as the American Civil

War General is alleged to have said on returning £from a

reconnaissance: "I have sean the enemy; and he is P
40. The Government might ask the CBI during the presidency of
Sir Brian Corby, Chairman of the Pru, to stimulate progress and in
particular an effort to train trustees; perhaps a8 part of a wider

approach to the CBI and other employer groups on short termism.

Wider Share Ownership

41. Wider individual share ownership (WS0) has been promoted by
the Government for a variety of reasons including the supply side
benefits of participating in a capital owning democracy through a
direct relationship between companies and individual shareholders.
But it is also seen as countering the growing proportion of shares
held by financial Iinstitutions and by pernsion funds within the
institutional total (sea Annex C). The Government has done a
great deal in this field and last Novembar the CBI set up a task
force to look at obstacles to wider share ownership apparantly
partly on the grounde that a larger individual shareholder base is
a stabilising factor in the stock market.

b 5 4
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42. It is uncartain how far W50 will in fact counter alleged
effects of institutional shareholding. First, despite the
trebling in the number of individual shareholders as a result of
privatisation, extended tax relief for employee share ownership,
PEPs, and changes in pension legislation, the proportion of shares
held by individuals has continued to fall. The same trend is
aevident in America despite tha.existenc& of 2 retall distribution
network there. Bit in the USA individuals still own nearly 50 per

cent of all shares compared with about 20 per cent here.
i

o

43. Secondly, holdings of fewer than 1000 s£hares Iin privatised
companies have not been wvery stable, though this may be partly

explained by capital gains available on issue in some cases.

44. Nevertheless it is likely that indiwvidual shareholders are
less guick to sall, partly because of inartia and partly because
their r;}ansantinﬁ costs are typically a multiple af tha
ingtitutions'.

Tax Changes

45. A great deal has already been done through tax changes to
promote individual share ownership. This includes the creation of
PEPFs and the enlargement of employee share incentives. Pereonal
pensions have been successfully introduced. In the last two years
Treasury Ministars have conducted detailed reviews of the taxation
of pensions, life assurance, and unit trusts; and tax changes
arigsing from these reviews dominated the last Finance Bill. The
introduction of the cap on the tax privileged pension in the last
Budget attracted considerable controversy and it is unlikely that
Ministers would wish to reopen this debate by floating any more
radical proposals for reducing pensions' tax privileges at this
stage, especially in view of the pledge to provide a Green Faper

bafore major tax changes ﬂffecEIng pensions.

46. Much attention has focussed on how the institutions might be
encouraged to take a more active, and therefore perhaps more long
term, interest in their holdings.

12,
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47. Increasing the number and role of independent non-executive
directora is widely seen as a means of providing both effective
prassure on management short of takeover and a reliable channel of
communications to large shareholders. The Bank of England, the
clearing banks, the CBI, the Stock Exchange and other bodies have
sponsored a campaign by PRONED (Promotion of Hon-Executive
Directors), which included the circulation to all listed companies
of a Code of Recommended Practice. This called for each Board to
have strong, independent non-executive directors to number at
least three and to be one-third of the board with a controlling
majority on audit and directors' remanerations’ committees. Their
main task should be to help the board provide the company with
effective leadership, to ensure the continuing effectiveness of
executive directors and management and to ensure financial
probity. The code makes the obvious point that such directors
need support from the chairman and relevant information in good
tima. It ig, important, however, that the non-executive director
should not be in the pocket of the full time management.

48. Surveys in 1983, 1985 and 1988 of the Times 1000 companies
show that the numbar of non-executive directors as a percentage of
the total board has increased from 33 to 36 per cent, but that the

R T

momentum slowed in the last three years. 44 per cent of companies

had fewer than three non-executive directors. There has, howaver,
been a marked shift towards more 'independent' non-executive
directors - 75 per cent in 1988 of them against &5 per cent in
1585 had not served a3 &aBn executive or had a professional
relationship with the company.

45, Pogsibilities for encouraging non-executive directors further

include:

(a) persuading companies to consult major institutional
shareholders about non-executive directors. The
ingtitutions would not wish to see their own employees
on the board, but their involvement might lead to
non-gxecutive directors being more widely seen as an

appropriate channel for shareholder concern;
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in principle major institutions might share out the lead
role in applying shareholder pressure through a
non-executive director on companies in whom they all had
an interest. However, despite attempts to encourage a
move in this directicn, the Bank say that there is
insufficient consensus at present to make this workeble:

encouraging or reguiring institutional shareholders to
exarcizse their voting rights, or at least consult the
beneficial owners, particularly in the election of
directors. At present, only some 11 per cent of proxies
are exercised. In the USA the Department of Labour
arguas that thae trustees of certain funds are obliged to
vote their shares after considering the best way of
protecting beneficiaries’' long term interests. The same
may be true here. There is a risk that in practice
institutions would exercise their voting rights
passively, and follow the company management's own
recommendations with little guestioning. But this area

may deserve further work:

formally requiring, either through GStock Exchange
lieting requirements or company law, & set number of
non-axecutive directors on boards of listed companies
cover a certain size. However, the Government has
opposed backbench amendments to this effect to Companies
Bills, arguing that companies themselves should

determine the most effective management and supervisory
structure.

530. The Bank will continue t0 encourage more npon-executive

directors but, short of compulsion as in (d) above, progress is

it

likely to be slow. -

_l—'__'_'_

Making Banks More Important

51. Critics of short termism in the UK point to the beneficial
long term involvement of the banks in Germany and Japan as an
alternative model. Hostile takeovers are practically unknown and

14.
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any mnecessary corrective action is administered informally but
effectively by the banks. It is not practicable, however, to
expect to transfer this aspect u[ the German hystem to the UK
without changing the entire basis of curparﬂLE flﬂﬂnclng to mirror
the mu:h greate; _emphasis placed in Germany on debt rather than
equity finance UE banks play a rathar ﬂlfférent-;afé in relation
e 1nﬂu3LrLal companies from the German universal banks. In
Germany, banks have historically been direct pruviders nf equity
capital,

fgfiff direct involvement in management. In the UK, the capital

markets are regarded as the proper source of risk capital for

indnstry, and the banking supervisors discourage direct investment

——————

for general prudentiaf reason.

L

SLE
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52. The ease with which takeovers can be mounted in the UE and
carried through against the opposition of incumbent management,
and the consegquent diversion of management eaffort to erect
defences and build up short term profits, is often guoted by
industrialists as a symptom of short termism. Although the valua
of individual takeovers hae increased wvastly, the number of
takeovers in 1988 was no higher than the previous peak of 1973;
takeover activity fell off by more than 20 per cent in 1989 (as
gshown in Annex B Chart 6). Continued high interest rates and the
well-publicised difficulties of a number of leveraged buy-outs
mean that takeover activity seems unlikely to recover in the near

future and may decline further.

53. Attempts to reduce the prevalence of takeovers further would,
at the extreme, place a burden of proof on the bidding company.
At present, both the Takeover Panel and the mergers procedure take
an essentially neutral view of whether takeovers as a whole are
good. The CBI proposed a number of changes to the takeover code,
all intended to give companies more notice of attempts to build
gignificant hostile holdings or to make takeovers more costly and
difficult.
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54. A Working Party established by the Takeover Panel concluded in
1989 that two minor changes should be made, which have now been
implemented. More fundamental changes proposed by the CBI and
others were rejected. Thesa included: the lowering of the
mandatory bid threshold; a requirement that shareholders should
make a “"statement of intent" when +their holding reaches 5 per
cent s reéirIEtiﬂﬁ£1 on companies being "put into play®; bidders
regquired to issue a detailed prospectus setting out plans for the
target company; and an extension of the one year period before an
unsuccesgsful bid may be renewed.

55. The CBI's proposal has not since been raissed again and the
Government attitude has been that these are matters for the

Takeover Panel to determine.

56. The Labour party's recent statement on “Technology and
Training in the new industrial age" proposes:
|
"new takeover procedures which will offer large ... companies

who invest 1in reseach greater protection from corporate
rajidars".

57. Reviving proposals to make takeovers more difficult could ba
considered, but it would be a mistake to weaken the one weapon
shareholders currently usa to discipline management without
providing an alternative channel for continuous pressure for good
performance. Feducing the fear of takeover without enhancing the
informal influence cf institutional investors along German lines
could simply result in more complacent management. It would also
be a major E’_]'E" face for the Government which has consistently
maintained the wvirtues of market forces as a discipline except

DTS L R et — e

where a merger would weaken competition or, exceptionally, raise
other public interest issues (as with the EIO holding in BP). It
would also undermine the UK's initiative designed to remove oOr

reduce barrierg to takeovers In other EC countries. The UE has

won Commission support of this initiative but other member states,
particularly Germany, are likely to resist strongly. It would
getand littlea chance of success, and so UK firms would continue to

be denied fair access to overseas companies, if the UK was seen to

reverse its own stance and ﬁé&in intfﬂducing barriers to takeovers
in the UK.
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58. If the recently published draft accounting standard on
goodwill is applied, it might reduce some of the short termist

pressure in companies. GoodwilIl is the excess of the price paid
e —————e e R i R - =
for an acguisition over the value of its assets. The UK has until

o

now differed from most other countries in allowing goodwill to be

written off against reserves, with the raesult that it has no

fﬁEEE%;"EH::}Eﬁﬁ}Eéd profit and loss results. Arguably this is
waHﬁ}_hihca_the profits from the ééﬁﬁéﬁ; Ecaﬁirﬁd (for which good
will is effectively the price) will be shown in the Company's
future results. The new draft standard proposes that goodwill

should be written off against profits over a period of up to

20 years: this would have a significant impact on ‘predétmr"

companies. For example, Hanson has written off over £4 billion
against reserves between 1986 and 1989 as a result of
acquisitions: applying the Tdraft accnahting standard would have
depressed Hanson's profits aftégn_Eitfadréiﬁﬁ;E- items by some
20-25 par cent, though the sarnings per share would be only about
10 paer cent lower. It is precisely those companies which have
been most acquisitive who stand to lose most from this changa. As
a result, it may reduce the incentiv;# to -égiaaﬁérs, “;1Ehnugh
those that are rooted in sound business sense should not be

affected.

14 February 1930
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TABLE 1: Stock Market Capitalisation

% of GDP, 1588

UK 54
Usa 58
Japan

Germany 21
Canada 50
France 26

SOURCE: Bank of England

CHART 2: Average net Financing of Private Physical Investment by
Enterprises, by source, 1370-83
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CERmMi N
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BETENTIDNS LOANS, TRADE CACOIT
DEPOS[TS
AND SEORT [ERH
BECURETIES

SOURCE: MNew issues in corporate finance, C Mayer
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TABLE 2: Sources of UK company finance in the 1980s+

Internal Finance
Trade Credit
External Debt

Equity

SOURCE: Bank of England

* Figures do not add to 100 per cent because of rounding
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'.1 ANNEX B

CHART 1s Comparison of volume shares of world trade in

manufactures (%}

| ] L I | l | | l SHIES dl ) Rt L 0

1975 1676 1977 1973 1979 1980 19K (92 I9B3 19B4 19%5 1986 1987 1985 1989

Hote: 1988 and 1989 figures are tentative HMT projections based

on forecast growth in exports of total goods.

Source: UN Bulletin of Monthly Statistics.
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(annual average percentage change)

1960- 1970= 1980-
1970 1980 1988++

UNITED STATES 3.5 3.0 4.1
JAPAN

GERMANY

FRANCE

UNITED KINGDOM

ITATY

CANADA

GT+++

ROTES :

+ Exact coverage differs between countries

o Average of 1988 whole year for all countries

ok 4 Weighted using 19680 GDP weights

Source: QOECD annual and gquarterly indices of manufacturing
production and employment except UK (CS0 index of manufacturing
oputput per person employed) and France and Italy (IMF indices of
manufacturing employment).

TP.LEIJE 3: i-' 1]

LK

FRANCE 0.9 0.9
ITALY 0.4 0.5

* In real terms, deflated by GDP deflators

SOURCE = OECD, Main Science & Technology Indicators April 1989
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"!ABLE 4: Total investment as per cent of GNP/GDP
1974 1979 1985 1988
18.6 20.4 18.1 17.1
34.8 2

23.7

27.5
UK 20.9

G7 233

SOURCE: OECD, CSO

TABLE 5: Investment growth

Average annual percentage change

¥hole Economy

1970~ 1980~

1580 1988
United Kingdom 0.4 4.5

Uus
Japan
Germany
France
Italy
Canada
=7

B
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*0ECD definition of private non-residential fixed capital
formation. This includes investment of privatised companies only
from point of privatisation, which increases UK growth rate in
years affected. Excluding privatised companies reduces UK figure
but UK still has second fastest growth among G7 in 1980-88

Source: OECD, CS0.
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Institutional share ownership

1-4 give statistics on the shareholdings of instltutions, showing that
through the 1980 s the pension funds Increased the proportlion of their total
eggets held in shares.

Figures on the proportion of shares held by institutions and indlviduals are
difficult to establish. (No complete set of strictly comparable data exlsts
and figures 1 and 2 below should not be guoted). & 1987 Bank of England paper
suggested that in 1981 institutions held 581 of Stock Exchange shares by value
tup from 29I in 1963) while individual shareholders held 28Z (down from 341).
Since 1981, although the number of individual shareholders has increased
substantially, it is thought the proportion of total shares held by them has
continued to decline, to perhaps 1B-201. This decline in individual
shareholding is reflected in the US, &lthough the proportion remains much
higher thege (61 of corporate eguities in 1987, down from 941 in 1945).

Figure 1 THE PROPORTION OF TOTAL UK EQUITIES HELD BY
INSTITUTIONAL AND PRIVATE SHAREHOLDERS

% OF TOTAL EQUITIES
w .

ENETITUTEON AL SHAREHOLDINGS

FRIVATE SHAREHOLIIMGS

1973 1974 LT
Soucce: WErburgs.

Figure 2: Institutional shareholdings [including pension funds) and private
gshareholdings as a I of total equity market capitalisation.

LOG 1975 1978 1981

Pencicn Funds 18 k[ 8
Insurance Companies . ' 18. Z1.
Unit Trusks v , o
Investment Trusts . ! 3,

INSTITUTIONAL HOLDINGS AS
OF TOTAL EQUITY HAREET

PRIVATE HOLDINGS AS A I OF
TOTAL EQUITY MAREET 53 38 33 28 ia 18

OTHER 13 15 16 14 1r 14
TOTAL 100 100 100 100 100 104

Spuprce: constituent parts of total institurional holdings - €50 Finaacial
Statistics. All other figures - Warburgs.
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rdividual Share Dwnership

[
JThe !int Tremsury snd Stock Exchange Survey carried our in January and
February 1939 sghowed that 20 per cent w©f the sadult population own shares
directly, compared with 7 per cent in 18789; 8 threefold lncresse. The figure
is nov comparable to the approximately 251 of the US adult population who hold
shares.

Figure 5: Growth in individual share cwnership

thareholders as a percentage of the adult population.
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1986 QL to 1989 Ql, Treasury-Stock Exchanpge Survey.

Figure & shows that individuasl eshareholders are not necessarily less
short-term: the numbers of small shareholdings in BT and Brliish Gas declined
more sharply after privatisation than the total number of holdings. This may
of course disguise a far higher number of trensactions bhetween iInstitutions,
than between individuals.
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'!DER SHARE OWHERSHIP
There have bheen measures to encourage wider share ownership.
These include Personal Equity Flans (PEPs), personal pepaions

gtructurea of privatisations and employee share schemes.

Transsction Cogks

& comparisen of dealing costs prepared by the International Stock
Exchange's Qualiry of Markets Unic in January 1989 shows (although
it does not cover the small investor) that the I1IS5E i3 more
expenslve than other European centres for ssall deals:

Figurwe, 7

¢osts (including taxes and stamp duty) to a domestic investor of
buying and selling an initial Investment of:

£i00,000
investment)

Zurich 1.57 (1.2%)
Frankfurt i 13T (1,00}
Feris ] 1.88 {1.10}
ISE 1.1Z (0,.54)
Toekyo - 2.58 [2.04)
New York 4 1.18 [(1.18)

Figure 8

COSTS OF DEALING
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. Your letter of 10-November to Timothy Walker at DTI invited
our comments on the suggestion that there may he cause for disquiet
about the uptake of venture capital by "high" science.

< 28 We agree that there 1s a gap between venture capital and
scientists. On the one hand some venture capitalists are
unrealistic in the rate of return they expect from high technology
start-ups, which characteristically grow slowly and incur losses
in their early vears. On the other hand, some scientists are
unrealistic about what to expect from the venture capital markest.
The existence of this gap is not a particularly British problem:
wa understand that it is common to most European countries.

- The Government have already acted to give scientists more
incentive to lookx for financial backing to exploit ideas and
inventiorns. The Government's major initiative in this area was

the abolition of the BTG's right of first refusal to exploit
Research Council-funded inventions, coupled with the setting up

of a Etanding group of officlals under SERC chairmanship to
authorise universities to cxploit their own inventions. 48
universities and colleges have now been so aunthorised. Other
speciflic Government-backed initiatives to bring venture capitalists
and academic scientists closer together include:

1} circulation of a directory of wventure capital companies
prepared by Peat Marwick B Mitchell to academic institutions;

i1} establishment of a comprehensive database (BEST) of
academic expertise in science and technology which can be
accessed Dy all subescribers:

111] moves by the Science and Engineering Ressarch Council
to encourage the publication of researeh resiults in trade
journals as well as 1in the scientific literature:

iv) +the promotion by the patent office lihrary of its own
database as a source of infermation on inventions.




4. Generally the climate in higher education and Research
Councils is changing. Scientists are becoming more conditionead

to thinking positively about technology transfer and exploitation.
The avidencs for this can be seen in the development of science
parks, the esstablishment of university- and Kesearch Council-linked
companies For commercialising research and the new emphaszis
throughout the system on marketing research skills and findings.
But thare is still some way to go: it takes time to break down
entrenched anti-husiness attitudes in the academic world. Egually
it takes time for the UK's venture capital community to develop
experience in judging potential in the high-tech field.

=1 Your letter ascked whether there was anything further the
Government could do to improve the uptake of venture capital by
high science. DEE Ministers will continue to stress the importance
for the country of tramslating good sclence into profitable
products and services; and the Government's LINE initiative will
provide a focus for building up collaborative activity between
scientists and all sectors of industry. George Walden is
specifically pursuing how bést to engage venture capital interesta
in LINE programmes.

b, I am copying this letter to Timothy Walker and John Fairclough.

LA AT S n LwE

L St

R L SMI'TH
Private Secretary
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I have delayed offering the advice réﬁu&gteﬂ in vour lettar of Mowvember to
[{imothy Walker about wventure capitsl companies until I had seen his reply. This
reflects consultation with my staff, and I therefore have only a Few additional
points to offer, besed parvtly on ACARD discussions on thia and eeloked

aubjecta.

2, I agrea with the view implicit in Timothy Walker's letter that there is in
generdal no shortage of finance for "sound business propositions”, ie proposals
containing an acceptable depree of technical and market risk, and where the
managament resources are deesed likely to be equael to the tasks imposed on
them. But the views of venture cepitel companies and would-be entrepreneuss on
whalt constitvtes a "sound business proposition” frequently diflfer, and only. s
small proportion of the proposals put before venture capital companies are
recognised as "sound". This may be because the proposals are not fully
articulated, the swarket has not been accurately identified, the technical risk
hes not been evaluated honestly, costing is unrealistic, or there are
deficiencies in managerial expertise. But it may also reflect the fact that,
with some conspicuous exceptions, the level of knowledge and debate on R & D in
UK financial circles is poor compared with that in other countries, notably the
US.

3. In addition to the mecrosconomic changes to which Timothy Walker draws
attention, E(RD) are, as he says, considering measures to encourage private
sector funding of R & D, with the aid of advice from ACARD and the Technology
Requiremente Board of DTI. Two specific proposals particularly relevant to this

guestion which are under consideration are that DTI's advisory services should




be extended to cover advice on project selection, evaluation and presentation,
and that disclosure of R & D in company accounts should become sandatory. The
Fformer is intended to improve the quality of new business propogsitions, whilst
the latter is intended, amongst other things, to raise the level of knowledee
and debate about R & D in the financial markets. It is argued that mandatory
disclosure by quoted companies in the US has been a strongly benaficial
influsnce on attitudes to R & D there.

Y. I am copying this letter to Timothy Walker, and to Rob Smith (DES).

J W FATRETAOUGH

Chief Scientific Adviser
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Thank you for your letter nfg}J?;:vember which rﬂpér?hﬁ#izgg ;

comments made to the Prime Mifnister on venture capital companies ﬂwf L/
and difficulties some had experienced in identifying companies in '
which te invest funds, You asked in partiecular whether the DTI —T22./%
agreed that there was a cause for disguiet about the uptake of '
venture capital by high science, including those involved in
biotechnology.

DTI recelves two clear messages, apparently contradictory, about
the relation of venture capital to high~tech; first from those who
cannot find funds for new developments and second from those who
have difficulty identifying potential investments. The piecture is

not, therefore, clear-cut and probably reflectsz the naturally

QifferenL parspective of those who raise money and those who
invest.

The complaint about lack of venture capital does not reflect
waccurately the current postion since the UK has-experienced a rapid
growth din the-namber of wenture capital companies; in 1979 there
were only 20; they now number 120. Investments by venture capital
companies has risen from a negligible level to=£2%8m in 1985,
Indeed when my Secretary of State addressed the BVCA conference

#arlier this month, he was impressed by the general confidence
axprassed by those present.

Hob

OF
BICENTENARY
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Despite the availability of venture—-capital finance, however , Eheare
is no doubt that such finanee tends to concentrate on companies
with established track records or wheres projects are close to
producing marketable products. Thare are same companies
gpecialising in seedcorn finance - the recent egtablishment of
British Biotechnology (FT 3 December) is another example - but
there are some complaints that seedcorn finance, and in particular
gmall sums of investment are not available.

As you comment, there are some signa of a corresponding mismatch
where venture capital companies have diffigulty in identifyving
suitable subj 1 . In part this reflects a lack of
information available to investors or those seeking finance, and a
number of agencies are now trying teo provide a "marriage broker"
sarvige, There are some venture capital newsheets providing
details of potential projects while local enterprise agencies ars
also active. In any casa my Secretary of State believes that the
provision of risk capital is essentially one for the private
sacktor,; a view reinforced by experience in the US.

Nevertheless, the DTI and other Departments of course recognise
that there are some difficulties and have introduced some measures
to improve the position. SMART, the Small Firms Merit Award for
Research and Technology, 18 one example. This competition,
presently confined to the fields of biotechnology and
instrumentation provides 75 per cent of costs in the first year and
50% in the second year. It has besn well recelved. The BTG is
also active on a wider front.

part of the difficulty also relates to tha contact between
industry and universities or polytechnics, althongh this is now
improving. The growth in seience-parks=is one example of the
clogser involvement betwean industry and education and the better
axploitation of new developments., Theannouncement of LINKE should
also help. E(RD), under my Secretary of State's chairmanship, is
also looking closely at any difficulties in this fiald and further
waork is also being undertaken on encouraging privata sector R&D
initiatives. However the most important thine the GCovernment can
do is to continue to.improve the balance batween the risks of
inveatment and the rewards: the changes in taxation introduced over
the last few years have helped as hasa the improving economic
climate.

JGIARIX
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In sum, thea growth of wventure capital companies over recent years
and deepaning links between higher education and industry are
encouraging signs of improvement in this area. But as your letter
indicates, there is still evidence of mis-matching between supply
and demand. This Department and others are acting to meet this
problem though specialised schemez and the encouragement of higher
adaocation/industry links. We shall continue to keep a close eye on
any major difficulties which may emerge and will report on further

developments.

?f&*ﬁﬂ Finzarrly

{fﬂ: ﬂ;buﬂ.u

TIMOTHY WALEER
Private Secretary

JGIATX







LORD ROTHSCHILD N.M. Rothschild & Sons Ltd,
Mew Court

t_ 5t. Swithin's Lane
Tetephens: 01-383 5600 London EC4P 401

Talex: BABD:
Bl a1 drd November 1986

You may just care to glance at the enclosed Annmual
Report of a company which I created five years ago, to enable
the publie to take an interest, by way of shares, in
Biotechnology. Financially speaking, the company has been
successful, but in spite of a great effort on my part, the
amount of financial support it has been possible to give to
British undertakings is very low. [ bent over backwards to

help the most '[mpﬂrLﬁﬁE_H'IntEn.:ﬁnnlqE}r_:":Egpin}r in this country,

QE{lFECEA and made in them the biggest investment (L3 milliom)
that we have so far made in any undertaking in any part of the
world. Unfortunately, however, the Director we put on
Celltech's Board, 5ir Francis Tombs, resigned in protest at

e ————————
their financial incompetence or ignorance - I am not sure

which.

Although, as we both know, there are people at our
Universities who are just as good as their opposite numbers In
America, Japan, France, Germany or elsewhere, the problem of
translating that excellence into an efficient business is
still unsolved In the U.K. (Celltech contains excellent
scientists.)




PRIME MINISTER

I attach a draft letter for you to send to Lord Rothachild in
regponse to hiszs of 3 Hovember about the difficulty in finding

e S

British blotechnology companies worthy of financial support by

his company, Biotechnoleogy Investments Limited.
i

If you agree to write as suggested, I will take up his general

point with the Ministers concerned and the Cabinet OFfice to

saa whether there is anything more that Government can do ko

translate our scientific excellence into efficient business.
Agree to sign the letter and proceed in this way?

(Ho need to read the Anmmal Report enclosed with
Lord Rothsechild's letter.)

M.L. Wicks

7 Hovembear 1986




10 DOWNING STREET

From the Principal Private Secretary 10 Wovember 1986

The Prime Minister has been told that wventure capital
companies, especially those investing in biotechnoclogy enterprises,
are still finding it difficult to identify companies in which
to invest their funds. She has been further told that though
there are pecple at our universities who are just as good
as theilr opposite numbers in America, Japan, France, Germany
or elsewhere, the problem of translating that excellence
into an efficient business is still unsolved in the UE.

The Prime Minister would like to know whether your Depariment
agrea@s that there is cause for disquiet about the uptake
of wventure ecapital by high science; including those involved
in bictechnology. She wonders too whether there is anything

o

{further that the Government can do in this direction.
I am sending a copy of this letter to Rob Smith (Department

of Education and Science) and to John Fairclough (Chief Scientific
Adviser in the Cabinet 0ffice) for their vwiews as well.

(N.L. Wicke)

Timothy Walker, Esg..
Department of Trade and Industry.




10 DOWNING STREET

14 March 1986

From the Private Secretary

The Prime Minister has asked me tg
thank you for your letter of 11 March.
She was grateful te you for sending a copy
of your book which she will look at with
interest. She wishes you every success
in pressing home the message to business
everywhere about the importance of proper
cash flow analysis.

(Mark Addison])

B.C.Jd. Warnes, Esqg.
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The Prime Minister, 11th March 1986,
10 Mowning Streest,
London. S.W.1.
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IN ATTACHE
FiMe

I have much pleasure in enclosing a copy of The Cash Flow
Handbook , which has recently been issued in Hardback as a
companion te The Genghis Khan Guide to Business.

It applies an up-rated version of the Guide's very powerful
Business-Planning and Monthly-Monitoring system to two,
real-life, company-turnround situations,

The two books between them set out a range of techniques that
are probably as powerful, in achieving business success, as
any available anvwhere; and may even identify the full secret
of Japanese success [the last 1ink falling inte place, after
the Handbook was published, with the publlication of the
McKearney report in Januarv).

The wheel has, Ffor me, now come full circle. When I was in
the Foreign OFfFice In the late 50s, we encountered difficulty
getting money out of the Treasury for a £lm ald programme for
Nepal. We were told Great Britain "was too poor to afford it"
- despite being a country that, just before the First World
War, was owed E£10,000m by America alone, in the currency of
the day. The search that began on that day to discover just
what has pone wrong has taken a painstaking 25 vears to
unearth the full answer, but at last all the various aspacts
now Seem to be in place, completing the picture.

Prime Minister, I would love to come along and explain these
techniques te vou, in their now compact, complete, form (which
should take ne mere than 1/2 - 1 hour). I am convinced that
if they could he disseminated to every British business, say
in the form of a short pamphlet or video cassette, radical
transformations could hegin to occur, and within a timescale
of no more that 6-9 months (MBVC's experience],

Ragmeend in Engand ko 140700 Asgmeng (fice: 27043 Poulry, London BC2E 2R
A sabaiciony of Midand Bank pic




[E this could bhe done in the next few months, fairly
sybhstantial benefits could begin to emerge, nationwide, as
early as 1987, particularly in teérms of job-creation and on a
scale that is clearly goling to be necessary to deal adequately
with the unemployment problem. 1 really do believe, after 25
vears of patient effort, the full secret of achieving business
success - be it Japanese, American, German or British - is now
within our grasp, and radically improved employment prospects
with 1t.

I was lecturing on 3rd March at the Trent Palytechnic to a
group of businessmen running companies in the F1/4m - £5m
turnover range. Three events stood out

1) One businessman came up in the interval te say he had
heard the lecture 9 months ago. He had been so stirred
([or was it shaken) that he had gone back and begun to
apply some of the procedures to his own company. It is
now coming right. But only in the light of what he now
knows, does he realise how precarious was his situation
previously. If he had not changed course (which of course
he could not do until he had the necessary knowledge) he
would almost certainly have gone under. 12 jobs have heen
preserved which would otherwize have been lost. The same
story is happening on an increasing scale - which makes
all the effort very much worthwhile.

Another, an engineer/scientist, unprompted said "for the
first time I realise why, despite our being so good at
inventing things, we as a nation are %o poor at turning
them into commercial realities" (my own sentiments
entirelvy, dating from University days at Oxford and seeing
potentially magnificant commercial products lyving fallow
in the laboratorv). "Now I know what to do to put this
right. You have given me the tools to do so. It is
startlingly simple really™ (a general sentiment).

A third businessman, listening to the lecture, said "I
want to go home. You are horrifying me" as he
progressively realised the damage he had, quite
unwittingly, been doing to his company.

On other matters, in June 1584, three months after the
publication of the Guide, there seemed to be a concerted
effort on the part of by the Accountancy profession to get me
eased out of the Midland Bank - or 5o it seemed. OGrist to the
mill, this provided a heaven-sent opportunity to force the
very members of the Profession who were most entrenched in
their views to focus on the issues., And when they did,
predictably, there was a very rapid backtracking. The
antagonism vanished almost literally overnight. (Thank you
for any help glven behind the scenes at this fairly crucial
time, incidentallyl.




Astonishingly there has not been a single adverse comment on
the technical content of the Book(s) - not from anyone - since
the Guide was published. Most people have understood, and
rapidly adapted to, the Breakeven technique. Within 2 short
years it has come inte almost universal use, particularly by
the banking system, as a navigation marker helping to steer
companies safely through a sea of figurework and change.
Managements speak of "It all falling into place for us". '"You
have given us the accurate bench-marks we have so long needed
to assess, guide and target our day-to-day actions' - just as
with any other form of navigation of course,

However, it has more or less stopped there. No more than a
comparative handful of people (businessmen, accountants and
hankers alike) have successfully digested the central, cash
Fiow, chapters of the Guide (hence the publication of the
Handbook); or progressed beyond that to complete the
profit-improvement story; although many who have come to grips
with the later chapters have expressed strong welcome for the
Value-Added technigques (which we have used, to great affect,
in MBYC, particularly during the last 18 months). Case
histories are available if required, incidentally, one company
moving from a loss of £13,000 in February 1985 to a prefit of
£19,000 in May the same year, on much the same turnover. What
was described as a "terrible" market, suddenly became
"marvellous, why do vou ask?" as management discovered a
wholly new-found (pricing) strength in the marketplace.

Bankers have taken to Genghis Khan in a big way and it is now
in use Iin virtually all the main clearing bank training
colleges, particularly Barclays and the Midland (where courses
are being specifically structured for up to Grade 8 managers,
senior 1ine bankers in their late 40s/early 50s), one tutor
saying he "could not move without it".

Two firms of accountants have gone overboard on the
techniques, Armitage § Morton and Grant Thornton, the latter
having developed a computer-based business planning and
monitoring service from their Crawley office (about which I
have written to Lord Young). For the rest, Accountants appear
not yet to be close enough to the front-line experience to
appreciate the Full worth and need for such techniques, but
they are adapting, at various speeads,

Roger Brook of PW's got hot under the collar last year about
remarks made at the Movember 1984 ICA conference; but he not
only climbed down when taken through the issues, but went so
far as to ask how many years ahead of the game we, in MBVC,
considered we were? To which the answer, very sadly, is that
we built certain Ffeatures into MBVC when it was set up in 1979
to solve certain problems. Only today are the problems
themselves heginning to be appreciated, let alone the
solutions.




Happily things are going so well that there is confident
expectation that this gap will be rapldly closed in the next
vear or two. Incidentally, BES has had an enormously valuable
effect in educating the market, accountants in particular, on
the value of equity and the true nature of company behaviour.
Appreciation (almost amounting to wonder) is also often
gxpressed that Government policie=s seem 50 neatly dovetailed
to solving the problems of business e.g,. the Death Valley
sundreme. (I always say in such eircumstances, that you too
have read the Book.)

Businessmen have varied. The unknowledgable have taken the
techniques avidly to heart, without question. More senior (eg
EIM) managers sadly tend, too often, to feel their position
and authority threatened and (like the accountants originally)
clamp up. But, again like the accountants Thelped by the new
mood vou have so vigorously created in the country) are
becoming ever more flexible and more receptive,.

Indeed once they cross the knowledge-divide and begin to
appreciate the dangers they have inadvertently been putting
their companies in they even hegin to ask, why the ##%%% they
were not tald before Dr. Miller of the Engineering
Council has heen kind enough to remark that it took his team
yegars to sort out Vantona and that, if they had known eo.g.
about the breakeven techniques It would have taken less than
half that time. A wholly new excitement, challenge, and
enthusiasm is beginning to emerge.

Finally, the Businessz 5Schools: zome 1ike Cranfield, Trent
Polytechnic and Sir Frederick Crawford at Aston, are galloping
ahead in honing onto what is required (Sir Frederick's TVI
laboratory in particular holds very great educational promise -
incidentally I hope there will be something In the Budget to
encourage companies Lo use such valuable distance-learning
techniques}. Others, like London, are still implaccably
hostile,

But overall, a very encouraging scene indeed - 1f only
dissemination of the (brief) key knowledpe can now be
considerably accelerated, for instance through the action
proposed earlier. A mere 2 to 3 hours spent with the company
whose case history starts on page 99 of the Guide has taken it
from certain bankruptcy, in early 1932, to the point where it
made £90,000 pre-tax profit on sales of £419 000 in the wvear
to March 1985 - which must be one of the highest returns, at
21.5% net of any engineering company of its size in the UK.
{(Incidentally Management, in reporting the result, apologised
for the fact that, as we would appreciate, they still seemed
to be having great difficulty differentiating gross margin
from net.)




If only such achievements could now he replicated countrvwide
T It is5 in our ability, it is in our grasp, as a Nation
to do so.

The attached note hints at some of the potential, but I would
1ike the privilege of explaining the issues to you,
personally, in more detail, so the Goavernment can best declde

how to gat maximum fnn‘lpl«:‘:—}'lneqt] bhenaefit out of them.

A2 e~=

B.C.J. Warnes
Hanaging Director




FROM : B.C.J. WARNES

26th February 1986

MBVC's 'Abbreviated' Business Planning and Reporting Formats

At last Wednesday's BRoard meeting, the guestion was raised of
whether MBVC's procedures wera applicable to the larger
company.

Although MBVC has successfully applied the techniques to
companies with monthly turnovers down to as little as a few
thousand pounds, they are not small-company techniques. In
fact, the larger the company, the more effective they can be.

They were developed in the late 60's (in the Commonwealth
Davelopment Corporation) and early 70's (in Spey) with a
two-fold purpose

1) to cut down the sheer time and paperwork involved
in regular budgeting and monitoring: and

2) to pinpoint (and thereby help management
understand) the significance of key issues.

In the 70's they were put to the test in a wide range of
tough, turnround situations. A £10m-£I10m turnover company
(Sweetheart Plastics) was taken from £1/2m pa loss to a E2-3m
profit, for instance. One of the first companies in MMIF
where they were used was of course UHS, which was taken from
ETO00K loss to £1.7m profit.

The challenge of MBEVC was whether these ostensibly big-company
techniques could be applied to the small company. What they
set out to do is this:

1) Achieve much more accurate forecasting and control
of working capital in particular (using a layout
that shows undarlying stocks, debters and
creditars rather than receipts and payments.
Unilever incidentally, is said to have changed to
a simllar system in 1977, for similar reasons, in
order to improve control of its agricultural
projects).

They throw up readily-identifiable bench-marks,
like breakeven point, against which the
significance of sales and orders can be assessed
and actual profit/loss levels derived as they
happen (long before any books of account come to
be written up).




They can give a company much greater pricing
Elexibility in the marketplace, sometimes
considerably enhancing its prospects of success esven
in very difficult markets (Albany moved from E16K
per month loss to EZ22K profit in four months, for
little overall change in turnover,)

They can play a major role in helping to optimise
production efficiencies and sustained profitable
output.

6 The play a strong 'educative' role for management in
the general principles of business.

The techniques prohably at least match best practice in the best
Japanese Multi-Nationals; and in terms of comprehensiveness (15
sets of figures compared side by side), brevity (one page - see
attached) and speed (one column updated each month) may be
significantly superior to best Japanese practice.

They are certainly superior to the techniques used in most
American companies. (By and large the Americans seem not to be
as good at understanding business as the Japanese - as their
planning and reporting systems reflect:; the acid test).

As far as the U.K. is concerned, by and large we are hehind the
Americans. Certain types of company, where there is great focus
eg on optimising working-capital, like the major Stores groups,
are very well run., ICI has probably reached a similar level of

sophistication (but only since this was forced on them by the
79/80 downturn - the results of which are ceTtainly now showing
through in improved performance). Then there are the "financial’
conglomerates like Hanson,

Far the rast, many companies, particularly manufacturing
companies, seem to struggle on, largely in a morass of management
incomprehension - and their performance reflects it. Where this
can be remedied, major cash Elow and profit stremgths can begin
to emerge, even from seemingly very difficult, or even hopeless,
starting points eg Airwheel., Similarly, with enhancing the
performance of already-successful companies,

If Leyland, Rolls Royce, Westlands and other British companies
had been using these metheds over the years, it is unlikely ther
would have ended up the way they have.

Paradoxically, the control techniques needed for small companies
have to be very much stronger, more incisive, more sophisticate |
than those applied to the medium or large-sized companies -
because the trends (good or bad) surface so much more quicklvw,
Certainly this is true in MBVC.

Where the techniques have not worked, it has heen due to our wa
failure to get management to understand their meaning and
purpose, and therefore to understand the underlying nature of
business, on which success seems so much to depend ,




If you would 1ike to know more, [ would be more than happy to
host a normal half-morning seminar, perhaps for all the MBVC/MEBE
directors. Meanwhile I have much pleasure in attaching your own
personal signed copy of the Handbook to go with the Guide.

The techniques may eventually come to rank amongst the most
powerful to be found, at any level, in any company, anywhere -
although this would only be provable by getting hold of the
internal management information of, for instance. a company like
Mitsubishi, and analysing whether, for instance, it shows the
trade-off between gross-margin and NCA requirement, uses the NCA
method for cash flow, deals with breakeven-point in relation to
sales and orders, use Value-Added for pricing, costing, WIF
valuation and production centrol, and so on - and does so Very
briefly and in such a way that trends over a period can readily
be identified (enabling graphs Tike the attached to be roitinely

Maintained) .
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10 DOWNING STREET

THE PRIME MINISTER 19 March, 18984

/sz”l_ Wi,

Thank vou for sending me a copy of yvour new book.
1 strongly support vour efforts to achieve a more financially

alert and market-orientated style of manapement in British

companies, and perhaps even more important, among the banks

and accountants that advise them. The Government is striving
to rekindle a spirit of enterprise in this country, which is
no different from the "barrow bov" mentality to which vou refer.
It is heartening to see this cause being taken up with such

vigour in the private sector. 1 am sure yvour book, written as
it is in such a direct style, will prove very helpful. No-one
would be more delighted than I if this revolution in attitudes

could be achieved in the time-scale you have suggested.

BE.C.B. Warnes, Esq.




COHNFPIDENTIAL

Treasury Chambers. Parliament Street, SWIF
Ol1-233 3000

5§ March 1984

The Et Honm Horman Tebbit MF

Sacretary of S5tate for Trade and Industiry
Dapartmant of Trade and Industry

i=19 Wictoria 2treet

LOMDON SW1H OET

- Mtan

MANAGED VENTURE CAFPITAL FINDE

Thank you foxr your f[urther letter of 17 February.

I myself doubt whether the listing reguirement to secure CGT
exemption is in practice the insuparable harrier which yvou
suggest = I S5ee that a number of what might be termed venture

capltal companies have already secured a listing on the Stock
Exchange,

I am sure you are right to encourage the institutions to direct
more of their investment to innovatory small companiezs. But I
am not convinced that we need a change in the tax law. From
further discussions which the Inland Revenus have bean holding
with some of the investing institutions at my reguest, it
appears that removal of the listing requirement is not seen as

a very effective way of increasing thelr investment in this area
and that it would have some considerable drawbacks. Heverthe—
lass, I agree with vou that it would be sensgible for cur
officials to get together to discuss this matter further.

T am copying thisg lattar to tha Prime Minister and S5ir Robert

Armstrong.
f."‘"
*LKJ

NIGEL LAWSOMN







Midland Bank Venture
Capital Limited

22 Watling St
ondon ECAMN BER
Tolephcnag 01532 BR61T
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The Prime Minister, 13th March 13§3.

10 powning Btreet,
Lopdon. S.W.l.

ol

U.E. Buainess/Economic Situation

It is with the greatest pleasure I send you a signed copy of the book, which
you, in terms of creating the general environment, have done so much to make
poeaible.

Thinge have mowed light-years since last T wrote.

When I saw Eddie Bay in Januacy 1983, he akt once appreciated the importance
of the breakthrough represented by the finmancial control technigues we were
ueing. Howewer, he sald accountants were a traditional lot. Most of them
were small, provincial, firms living comfortably on undemanding tax and audit
work. The prospect of getting them to change their ideas and approach “would
take the best part of 25 years®.

I said the time-scale could not wait. The approach had to be changed in

2-1. Too much depended on it in terme of the performance (or rather lack of
it] of British industry. I offored to take part im training courses cun by
the Institute. This was welcomed but "accountants don't come on courses®™. 1
pffered to set the i{deas down on paper (the origin of the book) amd he
offéered to circulate them to all members, but doubted if it would be
effective. "Accountants don't read books". While the spirit wae there, we
both felt egually disillusioned by the end of the meeting

Acocountants had to be the First port of call in getting them to change theilr
wavs, for Bankers, Business Bchoole and Businessmen were taking their
technigues, a=z standard, from them. There was also the problem of engineeers
failing to get inte the centre of business, where they were so0 much needed,
for much the same reascn. They would not pick up the threads sufficlently -
per Chapters T, ¥V and XVIII.

Aeprsteradn England Mo, 1407386 Regieiened 0o 27032 Poufirg, Londan ECIF 2333

A subadesty of Midand Bank i




Eo something fairly dramatic had to be done to try and put =11 this right and
in & tenth of the 25 year rime-scale (realistically) guoted by Eddie Ray.

I am glad to smay the scmewhat draconlan techniguee adopted eince then are
already beginning to have the wery effect intended.

The ides was to secare hell oot of the accountante, by implying that their
comfartable tax and apdit world was about to crumble on them. Henoe the
saries of artieles that have appeared im the press sine¢ then (¢.g. the
attached,; which you have already seen). The fact that they were sensitive on
this point was shown by Michael Lafferty being run up by "a senior Partner of
Feate™ (my old firm) last March telling him "to have nothing to do with Brianm
Warneg®. 1 welcomsd thisz as an ipdication that the powers that be were
sufficlently worrled to be really stung int® action.

Sweetness came at a seminar on Venture Capital, run by Peats, at the
plaisterers’ Hall in the Autumn when Sic John Grenside repeatedly made the
point that "accountants were noet just auditors and tax experts®™ but were
getting increasingly involved in "financial services® work.

These and other measures have had the effect of focussing rigid attention on
Brian Warnes and creating apprehension about what his book was going to show.

Then for the denouement. Daliberately it 1s pothing like as bad as feared.
Indeed, it is designed very much to go the other way in ocffering the
accountant a bright new world of challenge, fascination and interest,; going
well bevond anything he has experienced up to now; to the lasting benefit of
the companies he serves; and with it the British economy.

Already this has happened on & small scale in talking o the young
high-flyers in Arthur Anderson, Coopers, Clark Whitehill, Robson Rhodes,
Meville Russell and others., I now hawe no doubt; at all, that given the full
story, as set down in the book, the brighkter, younger members of the
profession will rapidly take to the technigoes and we then will begin to see
a sea change taking place in the profession, as the knowledge spreads out to
the older memhers and the smaller Firms (hence "Osmosis™). It is the
facination, thrill and fun of using these technigques in a real=1life company
that will sway the izsnes in the end.

Az to the other twoe seckors, Buelness Bchools and Banks, from indicetioms
slready (at Aston and Sundridge) the former will change, overnight, as soon
a8 the prevailing elimate changes.

Banks suffer the same problems as accountants. Bankers over about 55 are

unlikely to change thelr ways, but they are not going to be arocund for too
long anyway. The vounger members are bored and restlese with the mundaneness

of traditional technigues and positively looking for new excitements. MBVC
is a classic case of being able to take raw bankers and turning them into

real entrepreneurs. So the potential is there.

Something wery interesting has been going on in the Midland over the past
vear., The Bank's training colleges have increasingly been receptive to the
in-feeding of these new ideas., By last Rutumn it got to the point where they
said "yves, we are all ready to go, but it needs the greemn light from on
high®, which was held up.

Then the Bank hit the problem of whether to set up a business advisory
gervice and if =0 how. Whether to use cutside accountants, or Internal
bankers.




The debate wae solved by an incisive stroke Erom John Greenwsll, head of
domestic banking. He came to hear about MBYC and invited uve round for a
chat. He asked why, if sur form of financial control was so good, it had not

been endorsed by the accountants 7

To which the answer was; despite several attempts ko get & view from the
Institute it had been felfosed. Powerful members of the profession felk it
would be handing Bankers fee-sarning work at the expense of the profession.

Faced with this problem, John Greenwell asked Arthur Anderson for a view.
They fully endorsed the npew technigues, and actually helped the Midland to
computerise them. Bank staff were selected toc become Businees Advisers [a
moet welcome development, in educational terme) and they now have Sirius
micros with the fully-fledged programme on it (providing Ehe layout set out
in the Appendix to the book].

This 1s & breakthrough, Branch Managers# who commisslon the Business pdvisers
to do a stoudy on a company for them will hawve to leacn b0 "read™ the resulk.
Eetchworth 18 now moving formally to teach it. Accountants associated with
those companies are algo aoing to have to come to terms. And what Midland
start doing the other Panks will follow, particularly now the information is

available in book form.

This bock, in its own right, should be a powerful influencing tocl. A
coppany'e management reads it, partly understands it, and kbucns to their
Banker and Accountent for a fuller explanation . . « . Are the latter going
to risk losing a2 customer, by admitting they don't understand . . .7 They
will buy the book. And so the knowledge will spread outwards and downwards.

1 genuinely believe that within 1 12 to 2 1/2 years theae technigques could

becaome atandard throughout the British scene — with significant benefits for
British Industry, unemployment and the economy in general From the resulting

better=run companies.

A Genghis Ehan approach maybe. But I am sure one you would approwve of.

B.C.B. Warnes
Managing Director
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The accountant’s role — 1

banker’s view

The British accounting profession is well placed to lead the

country into the small busin
abundant skills but many of

ess age. It has brilliant minds and
is techniques are outdated, more

swited 1o an era when ‘historic’ accounting was the order of the

day. In the austere
business nee

Information,

and highly competitive climate of the 80«
ds real time gecounting and rapid access o
says Brian Warnes, managing director of Midland

Bank Venture Capital and a chartered accountant. The
profession must adapt Lo take its place at the forefront of
business life otherwise others will take its place. MARGARET

WHFN a small business goes 1o
the wall and it is happening ai
the rate of 2000 & week, the receiver
prepases a statement of affairs show-
ing assets and babilicies, Somerimes
lhe bank fnds thai ap apparently
sccute loan s at beési a partial
recovery and the bank manager who
made the loan finds himself on the
hook. *“Why did you make such g Ioan
I 4 company in this state of health,*
his saperior inevitably asks

The beleagured manager refers
back to the awdited sccounts. the
Bigures on which he hased his deci-
sion, but the picture they presen
aften bears oo little resemblance Lk
that of the receiver's report, even
allowing for the differences betwean i
‘Eving-concern’ and a “gone” basis,

It the bank manager feels ler down
i such crcumstances, <0 can |he
managing director who often looks
onan audit as a clean bill of health.
For -a small business with un.
acknowledped weaknesses iy in Mg
shape to face up to markat Pressurey:
whereas given the righ: kind of infor-
muion and financial control i might
be able 1o survive,

Between 7-800,000 audits are done
i the UK every vear, mostly sinall
busingss audits by small practitioners,
Most are never put to the rest because
the business survives, but with mare
than 50 per cent of the small business
Slari-ups folding, criticism of (he
traditional aodit is groowing, A it is
criticism on a fairly significant scalp

It is acriticism that has significance

MARLEY re ports.

‘ar beyond the accounting profes
sion, because Britain’s small busi-
nesses contrbule less to GNP than do
those of the US. Japan or Framece:
and a lot of money and resources are
being poured in to make them the
spearkead of economic revival, Bur
there 5 a one-in-five failure raee of
small  businessce  using the Loan
Ciuarantee Scheme, and it is raising
fundamenial questions ahout the an-
nual audit, the accountancy profes-
sion and the British Businessman in
general,

The annual andit is the only finan-
clal record kept by many UK firms:
notable exceptions are the b ighly effi
cient, big league companies. A grea
number do not have any kind of mon-
thly management accounts, they jusi
keep cash books on oz day-ro-day
basis. Then three months afres Vedr-
end the auditor comes in and takes
two to thege months 1o andit the ac-
counts, By the time the management
secs the figures some of them arc |18
maonths obd, hopelessiy oul of dare
and Irrelevant o currenl cosis.

Far oo late the managing director
realises, for instance, that his prices
bear no- relation to costs. These are
much too low, but he has to let his
current  order hook run out  for
another two or three loss-making
months, In today's austere climaie, o
siall firm needs much closer finan-
cial control and few can survive this
kind of misjedemen:.

By contrast there are relatively few
collapses among firms with a gaod

financial management sysiem and at
the ather end of the scale the highly
suceessful, well-run  company  will
have a saphisticared weekly ar mon-
thlv, real fime AECouNting syshem,

Take GEC for example, n group
which controls 250 companies. A [ull
deseription of the financial behaviour
of the cnatire group is on Lord
Weinstock s desk cvery Tuesday mor-
ming. [t is exactly the same for Oxford
Instruments and undoubtedly Racal,
British companies rthat have taken
world markets aparl. They run week-
v accounting svstems which describe
vuiput, orders, manpower chatistics,
cash-tHlow and all the information
thal is necessary to allow the Manage-
ment o keep a finger on the pulsz of
business [ife,

“The sophistication of the manage-
ment information system is usually a
mirror image of the business percep-
tion of the people running the
business. The two seem 1o g0
logether,” sivs Brian Warnes

Unfortunately  good  business
perceplion is nol & natural British
characleristic and  British  success
SLOrCs are the exceprion rather than
the rule. We produce products of
high technical excellence which are
commercial flops because we have
ol mastered the business logic thar
the commercial benefit of a product
must be i proporiion fo ity cost:
Concorde for example. *The British
are just nof as pood as chey should be
il business; they seemingly lack the
barrew-bay instnct that makes pro-
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figs st of mdifferent praducrs.”

1118 a queston of culture Block, the
lepacy of enipire when the country,
wilh assured wealth and coptive
mearkels ill over he world, dicected
s best brains inlo sdministration,
the awvil service, the army, the protes-
siofs: And business was very much a
dirty word.

Traces of these agitudes sl re-
main  and the difficulties  and
challenge of the husiness world are
largely underestimared. A man will
decide 1o 20 intd basiness overmghi,
il e cin Fakse the stemm. He sées no
need 1o ledrn the basic grownd work
and if trouble arises ha will push ap
his prices gnd hope they stick. [
becomes a el and erpor  process;
there i 5 no scientific method of
deciding on the rghl prce @ the
(RINERTS ]

In the cold hght of the 1980,
Britsh suntiudss -are changing. The
severe and prolonged recession has
decimated the number of safe,
prestigious jobs, and under the in-
Nuence of the Thaiwcher government,
the small business & galning gccep
tance and respects i % deen as 3 key
clement in the nanon's ECOTOMmY.

Bur the budding businessman 15
fabouring urnder a tremendous han-
dicap.  There &5 no source . of
hereditary business wisdom o draw
upan: ne distilled business knowledee
ard experience turned into formalised
procedures and fechnigues. 'While in-
dividual companies have excellent
real jime accounting systems  many
laave beein sell-developed, worked out
emparically, and they remain outside
the mainstrcam of British business
life. They have not been ¢odified nor
made the basis of 1eacdhimg,

Thare is a growing awareness that
busietess needs real time rather than
“historic” accn IJII.I.:.'rIE and bankers are
forcing the pace in this direction, The
annuwsl awdii s ender atiack, both as
an indicator of a company's credit-
worthiness and as a relevant rool tha
will help keep a Firm on the straghi
and narrow path. Bl in oa large
number of cases o other fgures are
available and, in sheer desperation,
some banks are launching their own
monthly accounting sysiems,

‘It is purely a guestion of invesi-
ment protection’, sayve Brimn 'Warnes.
"The banks don't wanl to pinch the
financial services of the aceountan,

22 The Accouniant, Seprember Sth, 198

bt ey kaow thal the imfarmation
available s nod good enough as a
basis Tor seasoned judemens. The
motive 15 o ey ide rhe PropeT
backpround for Better investrient
judemenis,’

"-.1H"r'|:'. which has il1'.l\,,"\|“|;".||‘\. in
shout 35 companies, insists thal each
company adopt MBVC: standard
cAsh-Flow |'I|illl. a simphfied accoun-
ting svstem which monilors a com-
pany' s progress. rom month e
manth. Lloyds has adopted the Carl
aecounting  svstem  and alregdy s
handling the monly accounis of A0
CUKIOMEEs

Barelavs and MNarWest have power-
Il campuler bursgn  subsidisrizs,
Birte and Cenire-file, which are
rapicly maoving into the monthly ae-
counting field. AIDS, the indepen-
demnt COmpLIer pureaLn wliteh
‘-Fl."l.'iﬂ!';"\-ﬂ"'- if |'|'|-.'-||I|||_'. goviunhng |'u|
the 3 o 30 emploves firm, plans 1o
esiablish 232 franchizes throughout
the country and 1o develop a
M ks1rome clisnn base, *The banks
are. BIVIOE A every Encouragenent’,
siws AlLYs - divectior Mike Salinger,
“We have been assured ol introdug
tions te clients throwogh the branch
network.’

Bur it is really the aceounmaney [res-
fessinm thar shiould be leading the way
angd developing stmplilied, real time
devounting svstems Far  every-day
hasiness pse, savs Nr Warnes, [n-
siead, wihen the accounan 15 called
intodoa formal EXETEIA TS LR
reamis of paper emerge, & veriiable
fungle of Mgures, words and jargon,
The audit costs thogsands ana may be
a valuable bench-mark for the profes-
fonal, but i is incomprehensible m
the average managing director, b re
meains an academic axercise that wsar-
relevant to the dav-ia-day ranmine ol
a business,

There is a desperate need for simple
real time swstems. "The engineer who
sely up @ smali business knows all
gbout product develapmicnt, bul he
does not - understand  cash-ow. of
now 1o Keep a business afloal. He
needs o simple vssiem that will cover
e kew assuds, orders, sales, owe
heads, bredkeven poing, ross mangin,
debrors, e, which will el hirm w o
glance hiosa (he firm i doing 4

Bt the simpler the syvstem the mors
sophisticated the thinking béhind i1,
& eonsiliant .;hi|r_|-l_||1..' [ ¥5ib o J.‘jr. will

take toon or thice wieeks 1a -_:||:1igr|. =
one=0ff sysiem for 3 siall Giem, bl
dl - LAULHE [o ETO00 the cost s pro-
ibitive, *Lcan see no reason why the
profession, and in particular the [n-
stibite, should net step inand develop
half a dozen standard systems for dif-
ferent business applications’, says Mr
Warnes. “The profession, in intellee-
tuel terms, B probably the siromeess
in the waorkd . [ Bas all the sephistica
tion-and skills necessary Tor the joh,”

A whole range ol svsiems mighl
cost 10,000 1o EX000H o develop,
Bt the mssitole could find the maoney
Irom he profession ar large. I could
punt out the swstems 1o 100 Tiems 1o
operate on o3 vear's wnal,  gel an
evatuation and then produce almost a
HWiich repori, Then, with the s¥stems
fully. refined, they  could be
distmibuted (o accounsanis up and
down the country s that the small
practiticner need only put his hand
into a drawer and pull out w saitahle
accouwnting  svstem  Tor  lds  senall
business client.

I am highly critical of e proles-
sion For ol having erossed Vs fron-
fier',” says Mr Warnes, *These pro-
hiems are n desperate nesd of solu-
fion. Companies are Failing or not
growing as they should; they are re-
mraining small and velnesable, weak
and nervous because they are not gel-
g the rght kind of business
gundance, The profession should be
moving tnto Lhis feld very fasi”

{nce a real Time dccouning sysiem
5 developed, the sceountant nast
then make the best use af i; mer-
preting it for the managing director,
esplaiming (he significance of what is
kappening. forecasiing what is gaing
i bappen. The sysiem becomes a sen-
sitive peromelcr which ensgkles a Firm
to pek-up the charging patiern of
busingss behaviour and 10 w@bor oul-
jagli and |'-|:..i|'|g .3;.:;,:11rdi|!|l.=.|'_-.'. ']F :h-:
accouniant can adapl 1o the nesds of
the day and develop s real understan-
diig of business there is an enormaouws
rote bor him o play i the revieal of
British industry.’

Bui @ the mwoment the accounl-
ant’s sdvice is often Far from oe-
surale; f does not te-up with what
gitually is  happening and  his
.:n:dihilil'_-.- 15 |I:'l.'.|'J.I.1i|..'l.!i!. A Niem akhoul
to embark on 4 mmor congrace wall
ask the accountant what cash needs
are likely to be. He prepares a cash-

]
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flow Porecast but six months laler the
firm runs out of money. “How come”,
asks the managing dircctar. “Well of
course the cash-Mow Tlrfllil\_'[iﬁll i%
wrong', savs [he accountant, i e
scalles were different six months ago
and your zales have nol come up 10
expectations”, 'This is no valid excuse
for not achicving forecasiing  ac-
curaey’, savs Mr Warnes, ‘i high-
lights & seriows deliciency in accoun
[ACY [rRIrg.

The problem is that both the ac-
countant's tracmng and his conven-
faal 1ools egup him o deal with
statie problemes, with hiscoric figures.
Butr business life s fast moving and
dvnamic and what is regoired & a
man irzined o cope with changing
patierns, to ger cash-Mlow (orecasts
right in spite of fluctuations o the
markel-place. There is a4 grean dif~
ferenoe hotween  the gngineer whao
anderstands dynamics and the one
whao is limited fo s1atics; the first can
design a missife [0 hit a moving
target, the second can only hit a sta-
[iarary ome.

‘The average accountant is good al
statles’, savs My Warnes, ‘bl he
hasn't get the fraining 10 ender 1he
world of dynamics, Conventionil sc-
COUNNnE  Syslems are nol smtable.
Peclmicuily they are just nod able to
cupe with the dynamics of business
life."

MBYVC has introduced a simgle ac-
counting system o the 55-odd flrms
that it has invested in, and It has had
a dramatic effect, Some of MBYC's
best investments are light enginegring
firms, 50 many of which are m irouw-
hle’,

fhe MBYC cash-flow plan is the
distillbanion of 14 vears business ox-
perence, 'l started out in company
doctoring work, in rescue opera-
tions', says Mr Warnes, *and | had o
develop a formar of cash-flow 1o help
me nndersrand whal Exact]y wos |11-|:'_'.-
pening in the company. 1t proved a
seful tool for tzaching the managing
Jdirector, For sharpening his business
understanding, Mow we pul a svsilem
Ino vy ¥ OOmMpany we rough, -;-:-_plair,
it 10 the managing director, watch
hrn witle e tries it oot, and suddenly
realisation dawns and he's on his
WAy,

The cash-flow plan applies Barrow-
boy knowledge (0 a eompany. I ex-
|'I'.EI:I'IE that breakeven pu;:in[ i= the

3T
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level ol =zales needed o0 cover
averheads, shows where it lHes amd
what valus-added-per hour a com-
pany needs to breakeven, A manag-
ing director cam tell at a plance
whether monthly sales and  orde
levels are mupning: above or below
breakeven point and he can adjuse
outpul ‘and prices unidl he gers the
q.':|uH|:i-:1|:| right,

An electronic componeEnls firm,
wilh a good prodoct and full order
Books, ran inte a cash-flow prablem
and  MBYC was called n.  The
Brusiness wals aralysed and fabulated
in the cash-flow format which show-
cd that while running costs amouned
to £10 an howr same of the higaes
jobs were onby earning £5 an hous
vithue added. The mangging dieecior
siw the point, redeigned the lavoul
of the eleciromic unin so that assembly
raok 40 mineies instead of 19 hours,
He aifectively doubled output and in-
carte through the same cost siructure
and could now mest customer de-
miand,

"Wy didn’t you do this in the first
place’. asked MBYC ‘It didn”t seem
worthwhile. The exira 4 minutes
secmied to be merely another £2 in
production costs. The cash-Mow plan
has changed 1he focus of things and
he Busimess operates withim a dil-
terent Frimework. Six months ago |
wes an enginecr making a loss af
£1 5,000 a month®, says the managing
director. ‘Taday I'm a busingss man
carning £30000 and [ can see
£ 50 000,

George Lingard, managing director
of Severn Controls, ran into troubie
when a major contract  went
wrong — due o a sub-contracton’s
errar — and had 1o be redone. The
business cosl E]fl-.':-.lll-.lll'l HB g Tn 0] b o 18]
but while the remedial work was go-
i on nething was being earned. The
cash-flow plan showed that given the
orders, sales wvaloe, material and
lebowr content the business had huge
margins and coeld alford fo double
the workiorce 1o keep the main core
of work Tlowing throwgh.

Doubling  the workforce
debts mounied seemed o violale
camimon - sence har i made (TR
trusaness sefise and the firm pulled
through. "We wouldn't be here today
withoot the system', says Mr
Lingard. ‘| was very scepiical ghboast
the extra (gure work inilially, bl

v hifie

Enan Warnes, mansgmy frecior of
Micard Sank Farfure Capial (VT
Me & @ ehartand accouatant, haeag

gramiee’ weth Poad, Manaack and
Meitchall Ho road physics ar Ovford has
warked for Hhe Forsign Office and the
Commomweaith Developmant Corporation

He practesl expenence W company

Jctar, FESCUR Opersions pWes i a
sharp ol e the arobloms of B

IENIESE,

now ['ve gaot it down 10 one day &
month and il gives tremendows day-
to-day conirol.’

The Jzpanese understand this ap-
proach and its one of the reasons for
their ouistanding swcoess. Perhaps it
iz becauwse nearly all  Japanese
busingssmen are engineers, savs br
Wiarnes,  “Aboul I-"-',ll"illl'l'l'l |i.'|F'il-f|¢"~l-'
enginedrs grodusile every yeEar com-
parcd with 600000r s0in the L. They
understand about dynamics and the
country grafis om o sound business
training: and once you have an
cngineer designing a product in the
financial context vou have a real
busimess.”

The British business climate
breaking and changing and Mr
Warnes is optimistic about the future,
He believes that the accountancy pro-
fession 15 pre-eminenily well placed 1o
fead the country forward provided il
is prepared to adapd 1o the nesds of
the day. ‘I the accouniant can
develop & real understanding of
bBusiness, there 15 an enormous roke
for him 10 play in the revival of
Hritish indusiry.” O

The Accounianl, Septemibeer 3th, 483
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Midland Bank Venture
Capital Limited
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1%th January 1984.

M. Scholar Esq.,
Private Secretary,
10 Downing Street,
London. S.W.1.
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The Ghengiszs Ehan cuide to Business

Further to my telephone call a little while ago I now
attach the "Acknowledgements" section from the proposed
book, which is due to be published shortly,

[ would be grateful for confirmatien that there is no
objection to what is sald, particularly when taken in
conjunction with the last paragraph.

As always a word of warm gratitude for your help.

Lf
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B.C.J. Warnes
Managing Director
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ACKNOWLEDGEMENTS
TRIBUTES AND
TESTIMONIALS

How this Book came to be written

At 2 meeting in January 1983 between the author and Eddis Ray, President
of the Instirute of Chartered Accountanis in England and Wales, the idea
was first mooted of setting down on paper the techniques that eventually
became the subject matter of this I:rmll. The meciing was arranged on the
introduction of ITan Hay Davison, senior parener of Arthur Anderson & Co.,
Chartered Accountants; and also of Lord Benson, Business Adviser to ;h.;
Bank of England as a result of involvement by the Central Policy Review
S1aff, under Bir John Sparrow (the ""Think Tank") and the Prime Minister
herself, Whether these distinguished supporters are pleased (or appalled)
by the result rermnaims o be seen ., .

After this auspicious start, 8 number of key people in industry have valuably
belped mould the subseguent content by commentng on the relevan:
sections, Particularly helpful have been the views of those like Frank
Fitzpatrick, Director of Finance at BL.

Tributes

Sir Kenneth Corfield, Chief Executive of Standard Telephones & Cables
ple, which was until recently part of the ITT group of which he was also
director, and President of Engineenng Society, is an engineer who started
life as a small husinessman making cameras. He comments (on an earfier

drait) as follows:

“It happens to express the sell same principles that have
contributed more to my own modest success than any other single
factor of which [ am aware.

The importance of breakeven point and of vesting the market
value of & product or service by pricing if truly profitably seems so
commonplace to us—and yet is so much neglected.

The “barrow-boy" mentality 1 may have practiced but the phrase
was first used in my presence by Mr. Hugh Barker, then
Chairman of Parkinson Cowan Limited in the carly sixtics.

T 'a ||




5 _]':wr_:.r year of s another company in my own province displays
just the characteristics vou so vividly describe. We have o change
the management—perhaps your book will help more, otherwise
intelligent, people to survive and help the Country.

The various Engineers Institutions (there are 57 altogether)
should be approached to review the book, recommend it and
mike it available from their libraries.

Every good wish for success.™

At the other end of the scale, the production director of ane of the small
companies in the book remarks:

“] am bound to say [ found it quite compelling reading, kecping
me up until 2.30 a.m.—my wifc thinks I'm mad!

In general I think the style and prescntation was marvellous. Mot
only did 1 understand it, I found I wasactually enjoying reading it!

Best wishes for its success, ™

To the suthor remarks such as these have been rremendously heartening, in
demonsirating that the “barrow-boy" understanding, on which all business
rests, can indeed be quickly, accurately and successfully conveyed to the
relative layman, given the night approach. :

Appreciations

Thanks are also due to John Beevor, David Bloamfield, Robin Bellis-Jones,
Michael Franks, Sir Kenneth Sharp and the many others who have
provided such invaluable comment on recurrent drafis; and in particular to
Janet, my long suffering secretary, without whose good-natured tolerant
efforts an the word processor well beyond the call of durty (oftcn in the face
of extreme sggravation!) quite genuinely the book could mever have
appeared.

Finally, a word of very warm thanks to Grania and my family, to whom this
book is dedicated, for all their kind sympathy and understanding while the
midnight oil was being burned night after night.

Author’s View

It goes withou saying that the views that follow are entirely the author’s and
do mor necessarily represent the views of anyone mentioned above or in the
book itself. Nor do they reflect the official or unofficial views of the Institute
of Chartered Accountants or of the Bank or Fund for which the suthor
works. Indeed, often the reverse. The book to at least some extent S£15 Out

to pioncer new ground . . .
P .







PRIME MINISTER

MR. BRIAN WARNES

While vou were away, I had a telephone call from Mr., Brian
Warnes. He has been working on a book, an earlv version of which

was sent Lo you in Juna. I believe it was called something like

"An Entrepreneur's Guide to Business", A letter went back to

Mr. Warnes indicating that you would be looking at it over the

Heocess,

He 1s now working on a revised wersion of the book which is
to be published shortly. He is proposing to send a copy of this
new version to you. I think he is asngling for an endorsement that
vou have read and approved the book which he can deploy in the
publicity materianl.

Even if you have read and approved the bock vou may
not feel it is appropriate for Mr. Warnes to use this faert to
promote his book.

Did you im fact ever loock at the book? Do you agree
the cautious line sugpested above?

29 November 1883 /™~
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I am writing in the Prime Manisier's
absence in North America to thank ¥You for your
letter of 23 September. 1 will place your
letter before the Prime Minister immediately
upon her reinrn to this country.

1 know that Mrs. Thateher will be most
interested to read vour views and I will ensure
that the subsitance of your letitler is conveyed
to those who have been charged by the Prime
Minieter to carry forward work in this most
important area.

y(-hﬁ J1'.-.,,;,,;r&i;u,l :

Mavhoned Telalan

—

B.C.J. Warnes, LEsqg.
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The Prime Minister,

10 Downing Street : : .
London. S.W.1. e ECHN W%IL.F;I:J
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Seminar on Science, Technology and Industry

I have allowed a few days to elapse before writing to thank you
for the impeccably organised Conference at Lancaster House on
1Z2th September.,

Frevious letters have menticned the need to change British
attitudes towards business; and small business in particular.
Given that change - a role for which the Government is pre-
eminently well placed of course - others, like myself, can begin
to make headway in bringing about tangible change on the ground .

I do believe, as you know, that a relatively large perceptual gulf
exists between the (few) barrow-boys who really do know how to

run business; and the rest. Striking (and most unexpected)
confirmation of this comes from Sir Kenneth Corfield, whose remarks
are attached.

The importance of a brailn-storming event like the Lancaster Housze
Conference was to highlight the nature of this gqulf. I thought it
did it very well indeed,

One small example. When I saw Ian Hay Davison last December on the
merits of the MEVC form of improved financial control {which, in
principle, he very much welcomed), he said "the only way to force
through such a fundamental change within the timescales nesded
(months rather than years), would be for the Banks to agree to lend
only to companies whose accountants/auditors possess ills.
Small accountancy practices up and down the country would then be
compelled to come to grips with the new technigues in order to hold
ontc their traditional audit and tax work®".

conkid ;s

Ragstared in England No. 1407886 Rogrstemd Offe: 27/32 Pouliry, London ECZF 28X
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For varjous reasons the idea was not fully practical, but a
version of the same thing has now been successfully achieved
(e.g. see attached article from The Accountant). The Banks
themselves, particularly the Midland, have moved light-years
on this in just the last few months, which is "pulling" the
rest of the scene with them.

A year ago an article such as this could never have been
published with any hope of success. MNow, thanks very largely
to you in changing national attitudes, the prospects are rather
different. Equally important moves are taking place with the
business schools, Aston and Sundridge Park in particular.

On a parallel theme, there is now a rather different explanation
for the relatively poor investment record of British Industry.
On every page of Professor Alan Hankinson's "Study of Investment
Behaviour of Scuth Wessex Small Engineering Firms 197%-8§2"
"confidence"™ is shown to lie at the root of whether a company
expands, invests, takes on more staff; or not. This has always
been taken to mean confidence in the Economy, confidence in the
buoyancy of the businesa climate.

But consider whether it might not, instead, really involve the
inner confidenca of the Managing Director himself, in his own
business skills? And that, only where such inner confidence
exiests - the sureness and confidence of a Sir Kenneth Corfield
for instance — does a business really begin to take off.

The Lancaster House Conference was a [urther step towards putting
all this right on a national scale, But it highlighted how VEry
much more needs to be done. For instance Michael Heseltine's
admirable initiative in extracting products from Government Research
Departments for the benefit of the entrepreneur, will be stillborn
unless great pains are taken also to provide facilities needed to
re-engineer, and perhaps even re-design, the products themselves

and tEEIt associated production processes to dovetail specifically

with clearly identified and carefully researched market needs.

There is the old saying that business is not to do with products

and services but with buying and selling preoduction hours; with
buying for €1 and selling for £2 (or E3 or £4). The preducts and
sarvices themselves are only the outward manifestation of this
process, which, as people like Sir Kenneth Corfield would undoubtedly
have it, goes to the very root of understanding the true nature of
business.

This flavour did come acrouss at the Conference, particularly from
people like Sir Robert Telford describing the ALFI project, but
perhaps not nearly enough. The main business strengths of this
country must come from enhancing existin roducts and services

ag well as going ocut on 5'TEEE_ETEH_ﬁEﬁ‘%E%hﬁEEET’ﬁEE?ET‘EE&in as
mMentioned, the success rate CAan ba 25 I1EEIE as only 2-3%. The
overall potential for businese in this country - correctly handled
{and the provisc is crucial) - ig therefore very much greater than
is commonly supposed. :

e




Overall, a very good and a very important Conference. It
wacs a privilege to attend.
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1Zth September, 1963

B.C.J. Warnes Esq.,

Managing Director,

Midliand Bank Venture Capital Limited,
22 Watling Street,

London, EC4M 2BE

YOUR BOOK
This is o very good Bend well written treatise.

It happensa to expreass the salf seme principles
that heve contributed more to my own modeskt success LThan
any other aingle factor of which I am awars.

The importance of break even polint and of testing
the market value of a produc® or service by pricing it truly
profitebly seems 8o commonplace to wue - and yet Is so much
neglected, :

The 'barrow boy' mentality 1 may have practiced
but the phrase waa Iflret used in my presence by Mr. Hugh
Barker, then Chalrman of Parkinson Cowan Limited 1in the
saTly Blxties,

Every year or so another compamy 1n oy owWn
province displays jasat the characteristics you Bo viwvidly
describe, We have to changs the management - perheps your
book will help more; otharWiss intelllgent, people Lo
Burvive and halp the Country.

The various Engineering Institutions (theare are 57

altﬂgcther] should ba approacherd to review yvour book, recommend
it and make i1t avallable fron thelr librariea,

Every good wish forr succens,

_'_'__._,__,—'- I' H'El:: By
LA EIE:-. At D}
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THE PROFESSION

The accountant’s role — a
banker’s view

The Tmljs.h t:w.uunl.nE, prul’uuun 1% wL"” placed to lead the
country inlo the small business age. It has brilliant minds and
abundant skills but many of ils techniques are outdated, more
suited 10 an era when *historic’ accounting was the order of the
day. In the austere and highly competitive climate of the 80s

business peeds real time accounting and rapid access to
information, says Brian Warnes, managing director of Midland
Bank Venture Capital and a chartered accountant. The
profession must adapt to take its place at the forefront of
business life otherwise others will take its place. MARGARET
\IARL]:"I" reports.
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the wall and it 15 happening 3t
the rate of 2000 a week, the receiver
Prépares o statement of afTaivg show-
ing astets and Habililies, Somerames
the bank finds that an apparently
scure loan 5 at best a partial
recovery and the bhank manager wha
made the loan finds himsell on the
hook, “Why did you make such & loan
1 a eommpany in this state of health,'
his superior mevitably asks.

The  helcapgured manager relers
back fo the gudited accoums, the
ligures on which he based his deci-
sion, but the pictire they prescng
ofien bears oo Birly reseonhfanee 1o
that of the receiver’s report, even
allawing for the difTerences between o
"eoing-concern’ ad o fgpone’ Bosis,

IF the bank manager Tecls kel down
in such circumstances, o can the

managing direcior who offen looks
on an audit as a clean bill of health.
For a small business with  un-
acknowledged weakneswes = in no
shape (o face up 1o markel presones;
whereas given the right kind of infor-
mation and fnancial control it might
be able 1o survive.

Between 7-800,000 audits arc done
in the UK every yoar, momily small
business audits by small practilioners.
Most are néver put 1o the est because
the business survives, but with more
than 50 per cent of the small busingss
sigri=ups Tolding, eriticion of fhe
iraditicnal awdit is B in|:_, And i is
criticism on a fairly significant scale,

10§ o eriticism that foes signilicance

far bevond the accounling proles-
zion, becavse Britain's =mall busi-
nesses contribuie bess to GNP than do
those of the US, Japan or France;
and a lot of money and resources are
being poured in 1o make them the
speirhead ol economic revival. B
there 15 & onc-in-Tive Tailure rate of
small businesses wsine the Loan
Cuaraniee Scheme, and it §5 raising
fundamental guestions about the an-
nual audit, the aceountancy profes-
sion and the British businessman in
general,

The annual sudit is the only finan-
cial record kept by many UK firmg;
e able exeepions are e highly elli-
cienl; big ague companics. A great
nmber do ool hove ony kind of mon-
I:|1'I:,' e Tenl Aoty they jiest
keep cash books on oo dayv-to-day
bpsis. Then three months alter vepr-
erd the auditer epmes in and takes
two 1o three months pooaudil the ac-
counts, By the time the management
sees the fipures some of them are 18
monihs old, hopelessly om of dale
and rrelevant (o current cosls,

Fur too late the managing director
reialises, or instance, that his prices
bBear np relation io costs. These are
much oo low, but he has to ler his
currenl order book run oWl for
anolher two or three loss-making
months, In taday’s austere climate, a
smiall firm mecds much closer linan-
chal ecmiral and Fow ean survive 1his
kind of misjudgmeni

By contrasi there are relatively feow
collapses minnng Tirngs with o good

financial manegernenl svsiem and at
the other end of the scale the highly
successful,  well-run | company  will
hkave a spphisticated weekly or mon
thly, real time accounting sysfém

Take GEC FﬁJ example, & group
which comtrols 230 companies.. A Tull
descripiion of the financial behvio
of the eatire pgroup & oa Lord
Weinstock s desk every Tuesdoy maor-
mig. 10 5 exactly the same (o Oxlord
Instruments and undoubtedly Racal,
Hritish companics (hat have  aken
world markels apart, They run werk-
I accounting systemy which describe
oulpul, orders, manpascs statisiics,
ciash-Mow sind all the informetion
that iz ILEC LR TY 10 alloow (e THERIEEE-
menl 1o keep o foger on The palse ol
businesy lile.

“The sophistication of the manage-
menl information system 15 usaally a
mirror image of the business parcep
tion™ of the people rafsing  he
business. The Iwo seem [0 g0
together,' seys Brian Warnes,

Linlortunately gooed husiness
percepilon i58 not 8 natwral Brivish
characterstic  and r:lri‘.i'\,h LA b [t 1]
slorles are the exceplion rather than
the rule. We produce produets of
high techmical excellence which are
commercial [lops because we hawve
ngd mastered the business logic thai
the commercial benelel of 3 prrodnc
must be in proporion o HE gosi;
Concorde for example. “The [ritish
are jusi not as good a3 they should be
al Business: ”"tf secrpinely lnck the
Barrow-toy instne that makes pro-

05 "n-":1||m||; | EG
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THE PROFESSION

fis owr ol indilTercnt progduets,”

1t s ooguestion of euliure Blosek, the
legacy of empire when the couniry,
with assured wealth and captive
nexckets all over (he world, direcicd
its best bradns inlo adsminisiration,
the civil service, the army, the profes-
spoms, Ao baesiness was very much
dirty word

Traces of these anitudes sl re
main  and  the difficulties  and
challenpe of the business world are
largely underestimated. A man will
decide 10 o inta business evernight,
il I can raizs the sieam. He sces no
need 1o learn the basic ground work
and i trouble arises he will push up
his prices and hope they stick, It
beromes. a ikl aod crror process;
there s is ma scentific  method of
deciding on fhe right price a1 the
aulsel,

In the cold light of the 1980,
British: attitudes gre changing, The
severe and prolonged recession hos
decimated the number of safe,
prestigions johs, and under the in-
fuence of the Thatcher goverament,
the gmall business is gaining accep-
lance and respect; it is soen as a Ley
clement in the nation’s econmmy

But the budding businessman s
labowring under a tremendous han-
dicap. There i no  source aof
hereditory basiness wisdom 10 dras
upen; no distilled business knowledge
and experience lurned into formalised
provedures and wechifyoes, While in-
dividual companies have excellem
el Lme accouniing sysiems. many
ivve been sell-developed, worked i
empirically, and they remain outside
Ihe mainstream al British business
Itfe. They hisve nod boen codified nor
mixde the basis of teaching.,

There s a growing awarencss thai
business needs real tme rother than
‘historic’ accounting nnd hankers are
forcing the pace in this direction. The
anmeeal audit s under attack, both as
an indicator of a company’s eredil-
worthiness and as a relevant tool that
will help keep a firm on the siraight
and narrow path, But in a large
rumeer of cases no other Tigures are
available and, in sheer desperation,
some banks are launching their own
monthly accounting systems.

‘I s purcly & guestion of invest-
meni profeclian®, says Briap Warnes.,
“The banks don’l want to pinch the
financial services of the accouniant,

but they know Ll the informatiog
avatlalile 5 nol good enough as n
basis [or scasoned judgment, The
motive is 10 provide the proper
hackground Cor better  invesimen
judgments,”

MEBEYC, which has invesimenis in
ahou 55 comprsies, fesisis et eaely
compitny adopt MBYC's siandiard
cash-Tlow plan, a simplificd accoun-
ling sysicmn which monitors & com-
pany s progress from  month 1o
mionth, Llovds has adopied the Carl
accounting system and  alresdy s
handling the sionthly accounts of GO0
CUSETIETS,

Barctays and MatWest have power-
ful computer burean subsidiaries,
Baric and Cemire-Tile, which arc
rapidly moving into the monihly ac-
counting Neld,  AIDS, the indepen-
tent computer  burean which
specialises in monthly aceouning for
the 5 1o 3 employee firm, plans 1o
¢stablish 225 fronchises throughoo
the country apd o develop a
S000-sirong client base, “The banks
ATC BIVINE Us eveTY encourmgemeni®,
suvs ALDS director Mike Salinger,
"We have been assured of introdue-
tions |0 clienis through the branch
ngiwoark,’

But it is really the accoumancy pro-
fession That shontd be leading the way
ored - developing simplified, real time
accounting  svsiems  for e crv-tay
husiness use, savs Mr Warnes, In-
slead, when the accoustant is called
in to do & formal exercise reams upon
reamis of paper emerge, a veritable
jungle of figures, words and jargon.
The aucdit costs thousands and may be
i valuable beneh-muork Tor the nrples-
sional, b i s inconprehensible 1o
the averape managing director, 11 re
mains an academic exercise that is ir
relevant Lo the I'I:'l':r'-'i-:l-d-il_'r' r'||.|:|.|.|i||!.'l of
a businosg,

There is a desperare need for simple
real iime sysiems. " The engincer who
ets up 6 snall business knows all
anol product development, bt he
does not understand cash-Alow  or
how to keep a business afloat. He
needs a simple svitem thal will cover
e key issues, orders, sales. over-
heads, breakeven point, gross margin,
debtors, ete, which will tell him it o
glange how the firm is doing,*

B the simpler the gystem the more
sophisticated the thinking behind i,
A consuliant charging £250 a day will

ke bwo or thice weeks b design g
anc-of 1 svstem for o-small Gem, b
at. LA (oo 7000 the cost is pro-
hibitive. *1 can sec no renson why (he
professton, and in particular the In-
stitme, should not step in and develop
hall a dozen standard systems Tor Jif-
lerent business applications”, sys Mr
Warpes, 'The profession, in imtellec-
uE ferms, is probably the sironocst
i the world. 1t has all the sophistica-
tion and skills necessary Tor the job.!

A while ranpe of sysiems might
cosl L10.000 (o £30,000 1w develon,
but the institute could find the money
from the profession al large. It could
punt ot the sysicms o 10 Frms o
operale on & Year's lral, pet qn
evitluation and then produce almost
Which report, Then, with the systems
fully refined, they  could  be
distribuled o actountants up’ and
down the country s thal the small
practitioner need oaly put his hand
intg & deawer and pull oul 4 suitable
accouniing . svstemy  for  his  small
business clicni,

‘I amy highly critical of (he profes-
sion for not having erossed this Fron-
bier”, says Mr Warmnes., ‘Thcse pro
Blems are in desperate need of =o0li-
tion, Companies are failing ur not
growing as they should; they are re-
mning ol and vilnerabbe, wenk
and pervous bocause ||”-"." are not gel-
tng . the right kind  of  hosinaess
guidonce, The profession shoubd Be
noving into this Neld very fasg”

Once a real timic accounting svsiem
is developed. the sceouniani  mos
Lhicn amake the Desi owse of 0 iner-
preting it for (he managing direclor,
cxplaining the significance of what is
happeming, forecasting what is fLuring
Lo happen. The sysienn becomes & scp-
sitive barpmigler which enables a lirm
1o pick-up the changing paltérn ol
Blsiness behaviour and 1o ailor oui-
pul and pricing accordingly. “IT the
accountant can adoptl (o the weeds al
the day and develon a real understan-
ding of busingss there 15 on enormous
rixbe for him e play in the revival of
British fndustry.”

But ot the momeni the accound-
ant’s advice is often far from ac-
curate; it does not tie-up with whag
gctually. 15 happeming  and  his
eredibility is prejudiced. A firm abaut
e etnbark on -2 major contract will
sk Lhe accountanr wh eosh necds
are likely to be. He prepares a cash-

Lz
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flow Forecast but six months later (he
firm runs out of money. ‘Tow come”,
asks the managing direcior. *Well of
course the cash-flow prediclion s
wrong', savi the sccountant, *time
scales were different tix months ago
and your sales have nol come up (o
cxpectations”, "This 15 no valid excose
for not achicving forccnsting  ace
curacy”, savs Mr Warnes. ‘It high-
hights a seriois deliciency in accoun-
lancy training."

The problem is that hoth the ac-
copniant's training and his convens
honal tools equip him to deal with
siatic problems, with historic figures.
But business life is fast moving and
dynamic &nd what i5 regidred s a
man trained 1o cope with changing
parierns, o gel cash-Miow forecesis
right In spite of flaciuations in the
market-place. There is a great dif-
ference between the cnpinesr whao
understands dyvnamics and the one
who i limited Lo stativs: the first can
design a missile to hit 8 moving
target; the sccond can only hit o sia=
tionary o,

“The average sccounlant is good at
statics’, savs Mr Warnes, 'but he
hasn't got the iraining to enter the
world of dynamics. Conventional ac-
counting svsiems are nol suiiable,
Technically they are just mod able 1o
1.-'_'311! with the |'J_-.-J:|:3|r|i-:_"s of business
hle.'

MBYC has intradoced a simple ac-
counting system (o the §5-0dd firms
that it has invested in, and 1 hias had
a dramatic effegl, Same of MBWVC s
best invesiments are light engineering
Ifslrrlrn., so many of which aré in irou-
| i

The MBVC cash-Tlow plan ix the
distillation of 14 vears business ex-
perience. *1 sieried oul in company
doctoring work, in rescue opera-
ions', savs Mr Warnes, “and | bad to
develop a format of cash-Tow to help
me undersinnd what exactly was hap-
peoing in the compary. It proved a
usefol tool Tor leaching the managing
director, Tor sharpening his business
understanding. Now we pul a sysiem
inlo every company we louch, explain
il 1o the managing director, waich
him while hie tries it oul, and suddenly
realisation dewns and he's on his
way,’

The cash-TNow plan applics barrow-
boy knowledge (0 a company. It ex-
plains that breakeven poimi is the

level of sales: needed 1o cover
owerheads, shows where it lies and
whatl value-odded-per hour a com-
many necds to breakeven. A manag-
mg dirccior can tell at a plance
whether monthly sales and order
levels mre rmunning above or below
breakeven point and he can adjust
oulpul a&nd prices until he gets ihe
equation right,

An elecironic  components  [em,
with 2 good prodoct and full order
books, ran into a cash-flow problem
and MBVC was called in. The
busipess was analvsed and tabulated
in the cash-flow Torsiat which show.
eud that while ronning costs amounied
o £ an hour some of the bigges|
Jobs. were only earning L5 an hour
value added, The managing director
saw the point, redesigned the layom
of the electronic unit sothat assembly
took 40 minuies mstead of [% hours,
He cffectively doubled output and in-
come through the same cost structure
and ¢ould now meoet oustomer de-
ranch,

“Why didn’t you do this in the first
place’, asked MBVC ‘It didn'{ secem
worthwisile, The extre 40 minutes
seemed (0 be merely another £2 in
production costs. The cash-flow plan
has changed the focus of things and
tier business operates within & dil-
ferent framework. Six months ggo |
was fn enginecr making a loss of
L£15,000 8 month®, says 1he monnging
dircctor. "Today 1"'m-a business man
carming  E30.000 and | can  soe
L50, 00"

oeorge Lingard, managing director
of Severn Controls, ran inio trouble
when o major  contract  went
wrong — due (o & sub-coniracior's
error — and had 1o be gedone. The
biesiness eost £10,000 o month io ron
bul while the remedial work was po-
ing on nothing was being earned, The
cash-Aow plan showed that given the
orders, sales valoe, mplerial and
labour content the business had huge
marging and conld alfford 1o double
the workloree (o keep the nmuin corg
of work fowing throogh.

Boubling  the workflorce while
debls mounted scemed to violate
common Eense bl i made good
business sense and the firm pulled
through. 'We wouldn®t be here today
without 1he  system®, save  Mr
Lingard. T was very sceplical about
the extra Nigure work nitially, bl

Mg’ Bank Fomture Copital (MBYE
Me & & charterad asccountant, having
eruitiies’ weith Poad Manwick and
Mirchell He read plysics at Orford fas
warked for the Forepn DFice snd the
Commamveath Devadsament: Comporabion
His praciical prpesience & company
docior, resoue operations pives him g
sharp asipht info the problems of British
busipss,

now I've got 1t down 1o one dav a
maonth and it gives tremendous day-
to-day control,”

The Japanese understand this ap-
proach and it one of {he reasons for
their ouistanding suceess: Perhaps it
i5  becavse pearly  all  Japuness
businessmen are engincers, says Me
Warnes, “Abowt  T7.000  Japangse
engineers groduate overy vear com-
pared with 68000 or sain the UK. They
understand aboutl dynamics and the
country gralls on a sound business
iraining; and once you have an
engineer designing o product in the
linancial context you have a real
business.

The Brifish business climae s
breaking and changing and Mr
Warnies 15 oplimisiic aboat e fuiure.
He believes that the accountancy pro-
fession is pre-eminently well placed to
lead the country forward provided it
i5 prepared o adapl to the needs of
the day. “If the eccountsnl can
develop & real undersianding  of
bll!il'ﬂ'b':. there 15 an enormows role
for him to play in the revival of
British indusiry.’ O

The .-'u.'-.'.L.‘.;-IJI'IHIIIl. September 8th, 1983 23

tad

07 Volume 189

SR T T T e S
HE S -Ua?-'lr-ir R

v
~




Midland Bank Venture
Capital Limited
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] I..-.I IHephone O1-638 EEA1

o @
(Y '1'5“' {."- 2lst June, 1983,

The Prime Minister,

10 Downing Street,
London. S.W.1.
%ﬁﬁ'ﬁ.f :’/&"’fﬁf-:aﬂ //r;-zm/:ﬂ,-a

Thank vou very much for yvour letter of LEtﬂ{Jﬂng. If you
are going to read the book yourself, could I suggest

particular concentration on Chapter XII, dealing with the
role of Engineers and Japanese cgmﬁEEEEth; which can best
be understo apters I-IV have been digested along
with EhaE§era VIII-X. The attached cutting reinforces the
contaxt o w 8 said.

The book is deliberately designed to cultivate and appeal to

the various int to be got together to create

a really effective business scene; rather than alienating

them. 5o areas where Ex}gEi%gwEEEhgiﬂgﬂﬂ_ﬂxﬂ_lﬂiiini_hggiHEESES
down, or even actively misleading and harming them, have bean
gltesed over. They can however be recognised by the codewords
"convénticnal accounting systems . . ." or "don't blame the
accountants . . ." and include conventional costing systems
(second paragraph Page 40), Accountants' seeming precccupation
with Profit rather than Cash Flow, Chapter V, and particularly

techniques for Torecasting and monitoring cash flow (top of
Paga 33].

Unfortunately this has not stopped the wrath of half the
Profession descending, including some hard things =aid by my
old firm, Peats. However someone has to have the courage to
make the breéakthrough in the name of better business direction
in this country.

A spare Appendix A is enclosed, if one is not already attached
to the book. I hope you enjoy reading it.

Please don't bother to acknowledge.

| : | :
_-/:;T.-E_- £V f‘f B2 A AE é :'/ - / __,.-j =
/ o bV, paoitdS

B.C.J. Warnes
Managing Director

Aegespenad in Englang Mo, 1E07TEEE Fegestared Ciffrce: 2 /732 Paultry, London EC2F 2EX,
& pabsigiary of Migland Bank plc
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Engineers are |
letdownby
their narrow
education

Survey also reveals engineers
feel neglected by employers

Britain's engineers wre sl neglected. second
L TRl new Fesearch repanrl bo b i ised | his
week, A Lhree-yoor osursey. Ul praclisng
eninears by Lowcser Polytechnic shows thil
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nule future,™
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well g 250 proclisisg Cagmeers aped 13- 55, 1%
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Firedndi aive piRepEe N prmisal
o keep apuact beciuse Yrthe marketing whees-
kichs pipy e apet” . 1o the apuneon of one per
goqpnel ehinetor, cngmeers abibly lo comnia
nicate is “icndolow
cdited and die agam®
1t s hard by surposinge Thiat
pliy so Biite parl m dhcisni
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it prmloct cheap, ik then  amnilen e
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gmgineers never go i sy ot alk sl by
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pridession — the sheer frostralion of ot i,
T}'I\:L‘.” sutameats ares ™1 s anti ﬂ:-'lljl.'l.ll!.'
here They wse s as techricians: We dand
necd o sdeeeee ot all” O, " Comang hare is a
ciilture shiock. It's slaw mowvi i with [rus
tentinn kel delny heyond yodr gonteol”
(ahers complin of being kepl in the dark, nol
kapwine wlil their nhjeciives are and baing
prankle 1 pin

[he surviey showss ap The pitiful level of
company ramg ol engiecoie, Opesthird of
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attacked the Finniston reporl as being unduly
unslnir 1o them, comee in Tor ceaticom who, OF
hase inlervicwed, b5% were members of ap
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ihe anstibulions as bimg ol bmed relevance
The report taye thal The commentis on capin-
ceringe sducntion wre g reltecton on the inst-
Lisbidgis e anan cnlam.

I sper] cppclodes that - Braans
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sEiiely dvpd the gosernment Inguisry be lisferead
v i acted dpon soonEr ratheetkan lutsr in
magar mexiure Tallser thon peripheralby? Pre-
sl polhcics dooned favous o change of heun
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i Frow ForECASTING

— =
The motto over the main entrance of one of America’s leading companiss is said o read:
“Our job isn't making steel, it*s making Money™.

Companies with a strong sense of commercial know-how will make money out of even the
most indiferant products. They apply the Barrow Boy technigue : “If goods are bought for
£1, if the stall coets £20 a day 1o run, ifonly L40-worth of stock can be afforded at any one
time, at what price should sales be made #°

“If sold at £2 per item, “overheads™ are covered after 20 sales, total costs after 30, and
whartever the sales price after that it is all surplus. The market can be played accordingly.
The lowest average price for which all 40 items can be sold without making a loss is £1-50.
If onlly 30 can be sold an average price of £2-50 15 nesded to make an acceptable profic®,
And soom,

These relationships are governed by measuring where the “breakeven” points lie, which can
be done by simple calculation once the information is crgamsed properly. Buving or
manufacturing policics—what ., at what price ?, in what quantity #—can then be laid down
with confidence. The specific nature of the product is unimportant. ‘Uhe price/cost/demand
relationship is.

Conversely, the record is strewn with Product-strong companies, on the face of it having
magnificent commercial potential, who in practice perform indifferently or even go under
because the equivalent commercial instinct i not present in the sarne strength, Indeed it can
aften become submerged and lost sight of altogether by that very technical excellence on
which the company has built its reputation. Some of the most pre-eminent names spring to
mind, from Rolls-Royce downwards; in contrast the Barrow Boy can afford to go to the West
Indies on holiday every vear.

If you, as Minaging Director, are not complete master of such factors in your own company
then the enclosed schedules are designed o help. The issues are by no means
commensense; for instance, in the attached example the January Actuals show a company
masking a loss that has a stronger, better cash flow than one making a profic, with a greater
chance of living within its overdrafi imits—a seemingly absurd contention, Likewise it
scerns illogical that uncertainties or errors in stock valuations cannot affect the overall cash
flow pattern and can therefore safely be ignored.

It needs a cerrain amount of painstaking work to come to grips with the principles involved
and to really master such issues, but it is hoped thet the detailed explanations given in the
following pages will help you to do so, and do so successfolly. The purpose is not so much to
achieve good profitability for your company but to provide a stable and secure financial base
from which it can expand stronghy and successfully. Such a business plan should be drawn

up for the next 12 months snd agreed with MBVC, Tdeally, you should doall the work
vourself in the first instance and only seck the help of yvour financial experts in putting the final
seal of approval to the figures,

Should MBVC investment get under way, the resulting format will form the blueprint for
monitoring actual progress against Budger—January Actuals have been inserted in the
attached example. In Febroary, Febriary's Actuals will replace the January Budget column,
piving comparizon with February Budget, and o on. The comparison shows Dot just
wokether the cash Bow i3 going wrong but sohere and why (e.£., debiors) so specific remedial
action can be taken; and taken well abead of any resuleant cash flow crisis.

One particular simplification should be noted. All stocks, work in progress and finished
goods are recorded by reference to their labour and materials content only. No overheuds

or mark-ups of any kind are included. This considerably simplifies the sk of compiling

the forecast and aleo allows the company 1o record only materials and labour coses an all
stock and job cost records. The MBVC legal agreements lay down that Actuzl progress is to
be reported against Estimare within 14 days of the end of each month. To cnable vou to meet
thit deadline the intreduction of simplified records will be necessary, if not in use already;




again this iz an area where vour professional advisers will be sble to help. The ultimate aim
is to give vou fingertip control and understanding of your company, for a minimum of time,
cost and effort as events unfold.

Crood Lock. Flease do not hesitate to contact us direct if you bave any problems or queries.

B. C.]. Wames, MA FCA.,
Manaping Direcior,
Midland Bank Venrure Capital Lid.

fPCEDURE FOR DRAWING-UP FORECASTS

Heference should be made to the completed forecast examples, contained in the
back pocket of this booklet, whilst reading through the steps outlined below,
in order to fully understand them.

A further blank set of forecast forms is alse provided for your use.

Estimate Monthly Sales (Linz 1) pre VAT, allowing for fact that:

1) For start-ups, build-up is necarly always much slower and tskes longer than expected,
and starts later.

2) Holiday months (e.g. July/Aupgust, December) are usually poor.

3) Seasonality should properly be taken into account (¢.g. peak sales pre-Christmas, poor

January erc.)

Deduct Direct Sales Costs (2) namely

1) Trade dizscounts

2y Any other discounts or commissions, calcwlated a1 a percentage of sales price
3y Outward delivery costs, freight, duty ete.

Decide on pricing policy e.g. percentape mark-up on labour and material costs to arrive
at sales price. Express the resulting labour, material and direct sales-cost (Step 1T above)
as @ percentage of sales price. The balance will be the Gross Margin percentage, Most
companies nesd to achieve at least 309, Gross Margin to survive, and really need
between 40%, and T0%, to do well.

Insert Gross Margin Percentage at (23) and apply to Sales at (1) to give (sross
Margin (12) by value, allowing for:

1) for start-ups, additonal costs incurred in completing design and development work
and o produoce, test, finalise and production-engineer any prowotypes

2) problems likely to be encountered in early months of production until procedures are
got right (resulting in extra material wastage, excessive labour hours ete.)

3) Defective work e.g. rejected product returned by the customer

4 Pilierage of materials

5) Supplier problems—Ilare deliverics, wrong specification, additional costs from last
minute buying e1c.

All of which may result, particularly for start-ups, in low and possibly even negative,
margins for a period, until the various problems can be identified and got right,

Estimate Material Deliveries (5) (including sub-contract parts) needed o build-up stocks
[0 maintain uninterropied pmdul:t:'u:ln-

Estimate the Labour Costs (6) necded to support production, allowing for:
1} the addiden to basic wagss of Employers’ NHI, Pension Contributions etc.
2} Ditto Holiday pay entitlement.

Insert Opening Stock (4) for month 1, from the “Opening Balance™ figures at
(323 + (33} + (34).

Derive Closing Stock (10) for month 1, having summed lines (1) to (12). Insert as
opening stock (4) for month 2. Hepeat throngh to month 12, Sum lines (1) to (12).
Check the above stock figures are appromimately correct as follows (Material and Labour

Content only):

Raw Material [32) If say 6 weeks production requirement is carried, January’s Stock
should total January's Material Purchases (5) plus hali December's {5).




IX

X1

-

z

Work in Progress (33) If work takes say on average one month to pass through the
factory, Januvary's Work in Progress should be equivalent to January's Cost of Sales (11).
Finished Goods (34) If say 2 months stock is carried, January's Finished Goods should be
broadly equivalent to December’s plus January™s cost of sales (11).

Check Closing Stock [10)=732}-+{33)+{34) for same month.

Check Opendng Stock (4)=32)+1-331+34), for the previous month.

Mote 1: IT the above very approximale caloulations show the opening and closing stocks
previously insersed at (4) and {10) are seriously understated, monthly material
purchases (Stage IV) and Labour costs (V) should be incressed and the stock
Ggures [Stugpe VI reworked.

Note 2: Stocks of packing materials, publicity leaflets, etc. should be included with
Finished Goods (34). Any amounts actually ssed in the month, in sales at (1),
should be included in costs of sales (117

Note 3: The following complexity is #or recommended and for forecasting purposes
siwould, if possible be ignored, bor if the company insists on showing an
“overhead” conrent in stocks, rather than valuing seocks at just labour and
material cost, the content should be separared out of (33) and (34 and the total
shown at {197, with (207 being the equivalent for the previous month.

Estimate Owerheads (marketing, administration, legal, accountancy, office, travel, etc.)
and insert at (13%, Allow for:

(1} Additional legal, etc. costs at start of new business

{2) Any building rencvation, removal, machinery installation, etc.

(3} During year, such factors as inflation of pay and staff increases.

Mote: Ignore Interest (16) for the time being (see later),

Estimate the finance needed to support credit given 1w customers. I sav two months
credit given, Trade Debtors (30 will be the vowal of last two months sales, 50

January Debtors will total Jenuary's sakes (1) plos December's sales (1), Include any
element of debtors financed by factors, i.e. show the gress amount owing to the company
plus what is owing to the factors. Assume Other Debtors (31) are zero for forecasting
PUTPESLE.

Progress Payments (35) can also be jgnored for forecasting purpeses. ¢ These are
amotnts mvoiced to the customer, whether or not yvet paid for by him, before a contract
is technically “completed™; and down payments or advances before the contract starts;
of progress payments during i, MNote that such amounts should rer be reparded a5
“sales™ at (1) until the contract has been “complerad™, wherenpon the whole contract
valoe shonld be treared a5 a sale, regardless of when invoiced and when the work was
domne. )

Trade Creditors (37), If suppliers give say 2 months Credit, January™s trade creditors
will be December’s-Tanuary’s material deliveries (57,

Oiher Creditors (38), Include PAYE, VAT, Interest owing and accrued expenses, etc,
Assume, say, equivalent to current month's overheads (17), or ignore for forecasting

purposes.

Derive Net Current Assets (40) by deducring (39) from (36). (This figure shoukd
approximately equal total sales for the past three months, for a typical marufacturing
COMPAny. )

Moving now on to the Cash Flow as such, derive the Increase or (Decrease) in
Net Current Assets (41). Janoary's (41) will be January's (40 less December’s (407,

Estimate gross Capital Expenditure (42) in the month, for purchase of buildings,
plant, vehicles, ete, (before deducting e.p. any Hire Purchase arranpements ).

MONTHLY
MONITORING

XV

X1x

E

:

Rescarch and Development Expenditure. Ignors (43 for forecasting purposes.

Any labour and material cost included in {5) and (&), which has been diverted to Research
and Development in the month, shounld be taken out sgein a5 a Credit at (7). Include
total labour and material costs together with all direct salary costs ctc. in administration (13}

Derive {44)=(41}4{42}4{43), giving the gross additional funding nesd in the month.

The conrribution from Cash Profits (48] i.e, (22 plus Depreciation, will rednee the
mionthly ner cash requirement ; Cash Losses (45) on the other hand will of course frerease it.

Profits are however reduced by interest charges (16) calculated on total borrowings (57),
which in turn depend on profits. To break the vicious circle assume, initially, that interest
{16} is zero and derive a rough profit (loss) figure for month 1 by deducting (13) from (12).
Insertat (45). Add Depreciation {46 and Amortsation (47) to extent incleded in
Adminsstration Costs (13). Derive (48) and deduct, if a profit, from (44) to arrive at the
rough net cash requirement {49). Add if a loss.

Insert Opening Balances prior to the start of the 12 month period at (50} to (56)
and total (57). Add to this the rough cash requirement at (49) for month 1 to arriveat a
new total borrowing figure (57) as at end of moath 1,

Calcualate Interest, for one month, on the total (57) and insert &t (16 for month 1.
Derrve (173, (18} and [22%, Insert the more acourate figure at (45) and rework Total
Borrowings {57, Derive Closing Overdraft (56), having inserted the relevant closing
balances for Factoring (54), Loans (51, (32}, and Hire Porchase (53] for month 1,

Waork throogh the same cycle for moath 2. And so on to month 12, which will then show
peak funding need and what month it cccurs,

Calculate Breakeven Polnt (24) i.e. the level of turnover needed just 1o cover overheads
(17}, at the gross margin percentige in question (23] f.e (17« 100 — (23],

Ar 259, pross mangin every £4K of sales above breakeven will produce a profit of
L1E, every £4K below breakeven a loss of £1K. The company can be controlied
accordingly by comparing order intake (25) and orders in hand (27) with actual sales (1).

Waote, if the Gross Margin the company thwks it is achieving (26) and (28) as worked

out from its Costing and Pricing dota begins to be substantinlly higher than is actually
being achieved (23, the Costing and Pricing assumptions should immediately be rechecked
to bring the two into line. The accuracy of the gross margin percentage caleulated at (23} in
turn should be frequently checked, particularly in the carly months of 2 new company, by
basing closing stock (10 on physical stocktakes (Labour and Marerials only) unril

broad agreement begins to emerge, The task is often for a period a tedious one, but any
company that docs not know its real gross marging is likely to fail, possibly quite quickly.

Within 14 days of the end of each month, at least approcomate results for the month
should be ingerted (January Actual in the example) for comparison with Budget, Mext
month, February’s Actuals will over-write Januarys Budget to give comparison with
February Budget, And s0 on.

Immediate rebudgeting for the rest of the year should take place if it becomes apparent
from the emerging pattern of Actuals that the basis on which the Bodget has been
compiled is inaccurate, in order 1o give maximum advance warning of impending
problems,
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10 DOWNING STREET

THE PRIME MINISTER

(‘Lﬂmm. L gunern,

Tnank you very much for sending me a copy of yvour book,

which I shall read with great interest, probahly inm the

Recess.

I am glad that the CPRS were of help to yvou in producing
the book. 1 entirely agree with vou that much remains te b

done; reducing unemployment is the biggest challenge we face

B. C. J. Warnes, Esq., M.A., P.C.A, *




Qa 06394

Tz MH SCHOLAR
14 June 1983
From: JOHN STPARROY

1. Mr Warnes® book is a guide to buasinezs, writlen primarily for

the =mall businessman and those not financially sophisticated, and

_—-ﬁ-
couched in terms which that audience should readily understand and

enjov. A8 he gavs in his coveriog mote, the technigues and the

lessons are jusi as applicable te big business (where they are noti
always readily understood); for example, they should be part of the
armoury of aoyvope managing or monitoring a nationalized industry.

And particular points apply to all erganisations, ineluding Government -
the paramountey of cash, the need for quality rather than guantity in
information flows.

2. You might like to draw the Prime Minister's attention to ihe
paspages 1 have marked on pages 39 and 71 of the draft (which I return

herewith). o

3. T gee iwo poseible uses for the book in Govermment. (ne would
be ag a handbook for DTI1 Counsellors, although they should be aware of
mogt if mot all that Mr Warnes has to say. The other would beé as part

of the "business education' of people in sponsorship roles, particularly

cerA e ]
those coming new to the task, TIn her roply, I do mot think that the

-F'ri::n»;.l Minigter should go further than you sogpest I:-a::mcpt that she might
gay thet she iz pleased that wve were able to hl}]p:l. But it could be worth
getting the aponsor dnl:artmnl.ﬂ. and ITT in particular; to circulate copies

of the book, when published, to relevant staflf.

e — e — Sh—
fiq I kmow that Mr Warnes has discussed his ideas with Ken tharp, with

whom I had a brief word today. He suggested that another possible use
would be at the Senior Finance Course, bat is under the disadvantage of
not baviog seen the book. You might like to send bhim this copy, =¢ that
Selbee e Fle { he can comment more fully,
fhase b

acr b fimr (F -

Lnl"’-"—_-I .




10 DOWNING STREET

Fram the Private Speretary

Mr. Sparrow

The Prime Minister has recelved the attached letter from
Mr. Brian Warnes, Managing Director, Midland Bank Venture Capital
Limited.

I envisage that the Prime Minister will send a reply to
Mr, Warnes, simply acknowledging receipt, and thanking him for
sending her a copy of this interesting work. I would be
grateful if you could have a quick look at the book to gea
if there is anything else which, in your view, she might say.

To save photocopying, I am sending our only copy of this

doocument . I would be grateful if you could return it to me
when you reply.

13 June, 1983,




Midland Bank Venture
Capital Limited
BCIW /T8 S Bk
-l:-"rl'--':.'ll'. 01-638 BEO1
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9th June, 1983.

The Prime Minister,
10 Downing Straat,
London. 5.W.1.

ﬁ;){h_ r’*e’fdf /’/:ww/

The Economy

Congratulations on your win, although clearly Unemployment
nearly became the Achilles Heel of the campaign.

Oon the latter, many factors are of courgse involved but, as
you know, I feel lack of Business Professionalism is cne
main cause, which publication of the attached bock
(conceived with your wery kind help as an indirect outcome
of discussions with the Central Policy Review Staff; please
ges covering note in particular) will contribute, in
however small a way, towards trying to put this right.

However, very much more needs to be dona, doesn't it ?

r

-

1
7 i
.:-;"' __.e"?ﬁ'ff.ﬁf:-':f".ﬁ- f"}d-" _._j'___._'.:.,.- e

E.C.J. Warnes
Managing Director

i Englann Ko, 1400 BES Ragisterad Cifics. 37732 Poultty, London EC2P 2BX
# gubidiaty of Midkend Bank pic




10 DOWNING STREET

Frong the Private Secreidl)

MR. SPARROW
CPRS

Mr. Brian Warnes
(Midland Bank Venture Capital Limited)
Thank you for your minute of 10 January
about your discussions with Mr. Brian Warnes.

I showed this to the Prime Minister
aver the weekend., She made no comment.

17 January 1983




Oa 06211

To: Mil SCHOLAR
10 January 19H35
From: JOHN SPARROW

Mr Brian Warnee {Hidlaud Bank Venture
Capital Limited)

j Following Mr Warnes's letter to the Prime Minister of 9 November
and your pots of 15 November, I bave been in touch with Mr Warnes tao
explore further his findings. His key point is that far too many

businesges, especially small businesses, fail hecause they do not

poseess bazic "barrow-hey' techniqnes. Hence businesses with good

products often fail either becanse the products are under=prieed, or
.

—

al ternatively because they are over—-elaborate ang_too costly for thpjrk

market. The essence of the "barrow-hboy' technigque is to design and

price a product so &3 to achieve an adegoate grosz margin, and a

realistic break-even point. This is reguired to make a business

finmnecially robust, and give it the best chance of survivali
e

=i Mr Warnes correctly argues that this puts & premivm on a svetem

of financial analysis which clearly demonstratez that profit or loss
result from the inter-relationships ameng volume of sales, gross margine

e
and fixed costs, and which enables bresk-even volumes to be ascertained

for any given price/eopt atrocture and compared with a range of foarecast

volumes, Buch a systom also fTacilitates analyeis of the sensitivity of

profite to variations in volume sales, prices and costs.

Thege techoiques are not new and are in fact fairly elementary =
—_—

they were popular at Ford twenty wears age, However, Mr Warnesz's

experience suggests that oot only do most businesses (not only small

ones) fail to use these analytical techniques, but that their bank
==

managers and accountants are also ignorant of them and hence uwnable

ig_hﬁ]p them to prosper, To the extent that this is true it reguires

a re=orientation of the training given to bank managers and accountants.

—




i . Thia is clearly primarily o matier for the eleariag banks
and for the sccounting 1'|:r|:|!'|::-.u-:_iun* and Mr Warnes will be L,akiug i

meggage to them: 1f there iz a role for Government bere [t may be -

{'_i._:l gn input into the Dol Emall Firms programme (which

John MacGregor is considering);

(ii) +the Bank of England acting as a catalyst with the
-—_—_l*

clearing banks and accountancy profession (which Mr Warnes

is pursuing directly); and

{i ii} an input inte programmes which encourage the under—

gtanding of busincss in schools,

—

o 1 More broadly the implication of Mr Warnes'z message iz that
when Ministers preomote enterprise and encourage new businesses they

ghonld meke it clear that success in business iz ool easy and requires

just as professional an approach as in other walks of life.

6. Wa are pursuing our discussions with Mr Warnes. 1 will lei vou
know 1if there are significant developments.
I am sending a copy of this minmte to the recipients of your

of 15 November.




10 DOWNING STREET

THE FRIME MINISTER 29 November 1982

o Vs

I was very interested in what you had to say in your
letter of 9 November, and in particular in your conclusion that
the chief constrainl on small and voung companies is not the
lack of potential financial support but the lack of business

understanding of the people seeking that support.

I have asked John Sparrow, as head of the CPRE, to get 1in
touch with vou in order to explore this problem and discuss
possible solutions with you. I look forward to hearing the

outcome of that meeting.

B.C.J. Warnes, Esg.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOLUS[E
123 VICTORIA STREET
LONDON SWIE GHRB
TELEPIIONE DIRECT LIME 0E-112 (1002
sWwllTchluaBED OE-21F Todh

Michasl Scholar Esg
10 Downing 3treet

LONDON. SH1
oy November 1982

You wrote to Margarst O"Mara on 15 Novembsr, enclosaing & copy ol a
latter from Mr B C J Warnes, Managing Director of Midland Bank
Venture Capital Ltd. Both Margaret and the CPRS replied on the 18th.

Mr MacGregor haa seen the correspondence and 1s content that
Mir Warnes zhould meet Mr Sparrow. This Department,; like Che
Treasury,; would like to join in that meeting, if M Sparrow agress.

Mr MacGregor has asked me to say bthat he attaches conziderabls
importance to th= pointz made by Mr ¥Warno=s, with whom he is in
correspondence and whom he will be meeting in the nesapr Foture.

I am copying thias to Mr Spence gt CPRS.




CARINET OFFICE
Central Poal :'.;:_}' Revtew "?u'.."-:'.flljlr

With the compliments ol

John Sparrow

70 Whatehall, London 3W i1 A 2AS

Telephone 01-233 7765




Ra DH148

Toz MICHAEL SCHOLAH

From: G B SPENCE 18 November 1982

Midlond Bank Venture Capital Limited

1s [ enclose a draft reply for the Prime Minister to send in re HpOTLEE
to the letter of 9 November from Mr B J Warnes of Midland Bank Vetiture

Lapital Limited, The draft reply has been cleared by Treasury officials,

2, A3 mentioned in the reply Mr Sparrow will shortly meet with Mr Warnes
and I will keep you and copy recipients in touch with deve lopments,

Fa I am sending copies of this minute and attachment to Margaret 0'Mara,

Treasurv, and Jonathan Spencer DOI,
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DRAFT LETTER FOR THE FRIME MINISTER TO SEND TO MR B J WARNES

I was wery interested in what you had to say in your letter of

O Xovember, and in particular in your conclusion that the chief
sonatraint on swall and: young companies is net the lack of
potential financial sfpport but the lack of business understanding

of the people seokify that support,

1 hove asked Jobhn Eparrow, asd head of the CPRE, 1o get in touch

with vou in orfler to explore this problem and discuss possible

gsolutions wi YOl 1 Lk :'I'rhal_ﬂ-\.-\.'l na ||'n.A'_¢-:..-\.'n.-.II e patdioe-a




| reasury Chambers, Parliament Streel, SWIP 3AL

CH=2u33 SO0

18 Wovembhar 1987

Michael Schalar, Esq.,
Ho.1l0 Downing Street

. .
,Efar‘ o ed

Thank you for your letter of 15 November attaching
a copy of a letter to the Prime Minister from Mr. Warnes
of Midland Bank Venture Capital Limited.

The official Treasury have agreed with the CPES that
Mr. Sparrow will furnish you with a draft reply
offering, as you suggested, a meeting with Mr. Warnes.
The Treasury would like to join in that meeting if

Mr. Sparrow agrees.

I am sending copies of thils letter to Mr. Sparrow and
Jonathan Spencer (Déepartment of Industry).

_A-ﬂ,.fl_a-” '-"I;L-'H. q-.LEl.-'

ﬁiihﬁﬁﬂme+ E'iuhﬁ=

MISS M. O'MARA
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10 DOWNING STREET

From the Private Secrelary
15 Hovember 18982

1 attach & copy of a letter the Prime Minister has
received from Hr. B. C. J. Warnes, the Managing Director
af Midland Bank Venture Capital Limited., The Prime
Minister was much interested by what Mr. Warnes has to
say, and has commonted that she would like to be kept in
touch with his findings. ©She has also sugpested that
Mr, Sparrow (to whom I am copying this correspondence)
should, on her behalf, get in touch with Mr. Warnes.

I should be grateful if you, in consultaticn with
John Sparrow, would let me have a draft reply for the
Prime Minister's signature by Monday 29 November.
R e A
1 am copying this correspondence to Jonathan Spencer
{Department of Industry).

Miss Margaret O'Mara,
H.M. Treasury,




10 DOWNING STREET

Frowwr 1 Private Secrelgry 15 Novemrber 1982

I am writing on behalf of the
Prime Minister to thank yvou for vour
letter of O November,

The Prime Minister read vour
letter with great Interest. A
substantive reply will be sent to
you as sSo0on a8 possible.
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The Prime Minister,
10 Downing Street,
Whitehall,

London. 5.W.1.

,.5{2:{;5? - 4 ./,‘/:i’ £2LE } / Pl Z

I have written to vou twice before in a private capacity.

When I was in the HNEB I very much held tha view that therﬂﬁa
was an egquity gap and that the City and Banks in general
were doing nothing like enough to support small, and
particularly yvoung, companles.

The Midland, bless them, gave me & chance to see if this,

widely held, view was right. MBVC was set up almost exactly
I‘three yaars ago and now, in terms of number of companies, we

appear to be one of the largest operators in the field.

Becanse we adopted, from the outset; a "hand-on" poliey,
particularly in the field of wigorous financial control, we
are now accumulating a factual month-by-month record of

c; precisely what happens in companies that is probably unegqualled
anywhere,

One of the stark conclusions to emerge is that funding,
traditional investment attitudes, and so on are not the
constraint. In a number of cases we have deliberately flaunted
the conventional wisdom and made investments that, by
traditional criteria, were "unscund”. In nearly every case
the companies concerned have Ialled, despite all our efforts,
which tends to suggest the boundary between what can be backed
with any hope of success, and what cannot i.e. léEHIﬁg to
almost certain failure = which serves nobody's interest -
has been correctly drawn.

el
The problem lies in the "business understanding” of the peoplae
seeking backing. It is woefull¥ poor.

That would not matter if there was somewhere they could turn
to for help, but we have come to the wery reluctant conclusion
that there is nowhere. This lack of understanding, with the
rare exception le.g. Racal Electroniecs) is general throughout
the Eccnomy, in the Professions, in the Businaess Schools (most

Regestered n England Mo, 1207 E36 Rogeeansd Offica; 27/32 Poultry, Lordon ECZ
ifiaiy af Midand Bank plc




surprisingly) and in business, of all sizes, themselves -
one reason why 50 many companies have suffered much more
than they should in the recession.

This is an astounding conclusion, but I think we can now

prove it with hard cold fact. The attached article sets out
some of the izsues. FPutting this right does rnot regquire much
money, but it does reguire a great deal of skill and ingenuity.

I would be delighted to talk to one of your advisers about
what iz needed; given backing in principle for the initiatiwve.
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B.C.J. Warneas
Managing Director
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Mid-page Article

Midland Bank Venture Capital Limited

by Brian Warnes, Managing Director

Brian Warnes was educated at Weillington
and 5t Peter’s Coflege, Oxford whare he read
physics,

After a spell in the Foreign Office, working
in the S.E. Asia department, he gualified as
an aecountant with Peat, Manwick and M-
chell in London. In 1864 he became the new
business development executive with the
Commonwealth Development Corporation,
working in London untid 1968, and in Nairobi
until 1972,

He then worked for Spey Investments unti

19768, when he became a deputy divisionsl
director of the NEB. He joined Midiand Bank
fndustrial Finance in 1978 and was ap-
pointed Managing Oirector of MBVC in

Cetober 1979.

History

Midland Bank Venture Capital Limited (MEWC] was 5ot up
in Qetcher 1978 as & wholly owned subsidiary of the
Midlpnd Band, |t has a respectable pedigres traceabds back
to the day in 1908 when the Midland joined forces with
Samuel Montegu Limited to set up Midland Montagu
Indusirial Fingnce Limited {8MIF), o joint venture, unigue
for the time — and in many ways still unigue — between a
major Cleadng Bank and a respected City Berchant Bank,
the combined benefits, skills ard experionces of which fiow
thropgh into the present day, Subssquently, on MMIF
brcoming wwholly owned, it was renamed Midland Bank
industrial Finance Limited (MBIF) and the funding avadable
anhanced by atiracting two pension funds, British Gas
Cantred  Pension Funds and the Prudental Assuranco
Sociaty, 1o joln with the Midland in setting up Morecrest
Lirnited & 1977, wiich now provides eguity funding of up
1o £2m or beyond,

MBIF ard Morecrest opemats broedly along treditional
irvestment-banking ines of backing companies with an
alneady-suctensful business ard manpgement track record,
although they do oocasiomlly hondle the arger start-up,

MBVC on the other hond was S8t up to cover @ Tmech
bromder spectrum, including companies with little or no
treck recond ee Start-Ups and thoss stll in, or just
emenging from, their initial, loss-making yaems, The evident
risks of operating at this very vuinerabie end of the scals
wiens off-gut, it least 1o some extent, by limiting the gize of
investment, initially to £50,000. now £100,000 or more; by
spreading imvsstmend over @ redatively large number of
cofmpankes; and by Introducing the mome  sstablishad
coimpeny elong-slde the Stert-Ups, including tradithonal,
already successtul, “growin’’ companias and Managemeant
B inynoarts,

=} EmruEe A pors Lid 2 The i, HiEa . Tell§02 75y T37
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FPresant Oparation

MBWVE deliberstely movad cauticusly and feit s way
slowedy during 118 first two o thres years. £ now has a
substantial spread of investments of which just under half
warg Start-Ups or near Stant-Lpe, .o less than 21 years
ald, &t tima of kwestment. \With s procedunes noas
begmnirg to Bed down well, tha ate of investmant is
accalerating, particulary B2 MBVC becomes batter known
both Inside the Bank (whare |t operates throughout tha
Midlart’s 2,500 Branches) and axtarnaliy.

The Funding Problém

As will be known, Benks essantisly lend sgainar &
company's existing Bauity bése, IFa Propretor puts £40, 000
aff his owwn meony (Mo & comperny by wary of ordinary sharas,
and secures a £20,000 overdralt, then as retained profhs
further enhance tho aquity base, lending can be increasad —
snd perhags by more than pro rata once a sucoesstul treck
record beging to Emenga.

The impact of Losses

However, in young companies beses, not profits, usually
ooy In the indtial years. Losses svodls the Equity Base amnd
therafone rediece tha Barrowing Capacity of the company,
MBVC's function is to try and make pood this equity defiat,
In fact it ties 10 go further and to sctually smhence tho nat
equity basa, oven after aflowing for the adverss offoot of
likaty |osses, so that the company can Siso aitract a
substantially higher level of horrowing, both Initislly and as it
grows.

1 8 just a8 wall, because most companies find thoy need
substantally mong finance than initial appearances guggest
to get safely launched and to be abla, subsequanily, 1o keep
up with growth in furnover, partcutarty i they heve o
extablish & position in the medket place quickly in ondiar 1o
ferd off competition.

Funding Mesd

Mot onty do fixed ossets have 1o be financed (plant and
machinery, builkding ate. 1 but alsa the run-in loeses; start-up
cosls: msearch and developrment axpanditure; and B
particular the stock and debtor reguirerment sssociated with
Growing tuenower, which, as a very raugh rule of thumd, and
allowing for some contribution from craditons, can amount
to around 27% of tumover for tha typleal menufacturing
cormpany Le. 27,000 for every £100,000 of fumowver,

B compary that reaches broak-cven 31 say £ m Tumover
will thus have 1o fund snownd £70,000 of working capital,
iplus losses accruad to dota [which could amaunt 1o 50,000
or moral, plus capitel expenditure, plus any cthar needs of
the business,

Al of which beging to make s Proprietors” origanal eguity
stuke of £20,000, phus bank ovardraft facilities of a smilar
armgnt look sormesdhat inedequate. The denger heee is that
the company runs out of Mmonay 81 |ust T Wi mepament
with furihar fumnds then althes impossible 10 raise or only
raisabls on terme that, effectively, remove control from the
Oy RO

MBVC s Funding Aole

MBVE attempt to combat these dangers by baing able to
prawvide up to smveral firwes the proprietor's own Sguily
siake, 88 equity, without taking comtrol, This is done by
ereating 8 eaparate class of equity, usually preference
shares, to which reduced voting and capltal rights am
attached, représanting wusualy bevasen W and Y of the
company, COuite gpart from tha mothationsl espect of
structuring an investmant in ihisweay, MBVC, being partofa
major clesaring bank eannot in any cass be sean to getintoa
position of contral, MBIF and Meracrast work sdmilarhy

Time Scale

MBWVC hes atempred 1o eteamline s procédurss 1o the
point whera it s posalble, in cases of real need, Nee &
mpnagement buyout, tocomplete theimesstrosnt withan o
more than two-thies weelks. Mo normally, 1 ke baa to
throe maonthes,

Mathod of Application

Application is made sither direct 1o MBYE In Londan ar
thrcasgh amy branch of the Midlend Bank, The appScant will
ba handed a Business Presaniation Suldsline giving dataila
of the information required, Ina four o five page propasat,
The product and market skdes are then chacked-out by
gpacalist depariments of the Benk, for instence whare
epproprieta the Bank's Elestronica Advisar. If satisfacrory,
tha clant ls saked o drew-up & business plan in stendard
MBVEC, cash flow, form. This may go through sevarsl re-
drafts, in tha fght of MBWC'a own esparience of the
behaviour of companisa in their early years; befors
bacoming eccaptabéa. Tha plan a0, if the nvestment goas
ghaad, forma tha Bluaprint for subseguent monitoring on a
mionth-to-month basis aganst & fairly tight, 14 day,
deadline,

"Educative” Aspeact

Tha purposa of Business Presantation Guidelne and tha
Cash Flow Plan is mot so much just 1o assamble ralevant data
an the project, but 1o help gulde management on all the
aspacts that have 1o be coversd, and thought throuwgh, in
cragting & successiul business,

So many proposals reflect just the selective strengths of
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their creators, product-orentstion for instence, without
covaring other egueally essential aspects Bke markating of
fimence or particularhy whethar the “besrow boy Instinct ia
pregant in the strength reqgulred (s dscussed balow). The
Business Presaniation Guideline ensures 8l aspects are
taken into equal account

I Is admost uncanny how this short Business Presentation
betrays whethar o not those behénd the business have the
necessary wndarsianding. i1 they do mot, tobody"s interesty
are sarved, nelihar tha Investor's, nor the Cormpany's, In
punting money behind It only 1o see it later collapss.
Howaver where o proposal shows a clear absence of
particuler gkllls, the prapesal is sl open for recansideration
if thomee skills can be made good, &_g. by another sharehoddar
beting brought inta the company

Dece a comoany s up end ronning, similer considerations
apply. Many would-be enireprenaurs have  adminikbe
technical skills, but simply have not bad the oppartunity to
learn equibvatant business skills 1o the samea degres. But until
they ane actuslhy et up in busingss, how are they galng to
bzarn? MBYWLE tries 1o bridge this gap through the simplifed
monitacieg systerns 1 lays down, for rhe Benelir of
managerment, in effect wsing the compamy s 8 rasl-life
esiness case study as awants unfold.

The "Barrow Boy™

Harg wa comie ontg a vy wide-ranging and fascinating
subjact thet goes 1o the root of sucoess in business, Why can
your iocal barrow boy who selis wary run-of-the-mill gonds,
of boww intringic value, gotothe Waat Indies on holidey eusny
pear, whilst product-strong companies, potentially having
magnificant commercal potantisl, seem go often to get it
wrong? Tha mecoed is lithered with casualtes ovor the |est
dacade, from Rolls Royes downawards
Thieng ané thrée oy anigs;

1, Product oenciption,

2. Product cormmeralisation

4. Company contral

Product Conception

& product will only sl if it produces an economic banefit —
for samemns. Thus a yoghurt pot specifically designed w
ook attractive on the suprmarket shalf, will 2ol desode s
higher cast, i it helps the customern, the food manufaciumer,
to sell more of his own product; and if, slso, the baneli 10
that custoemes from highier sabes is 2 good deal more than the
wxtra he has 1o pay,

Such considarations are ofven well hidden and & by Bo
means apparent to the owtside world. Which is perhaps why
thary am 50 often naglactad,

This In turn leads to poducts being develaped fram tha
point of view of techrical excellence slone, which 1hus tad

becasn they do not achieve a commercial banefit
proportionate 1o theer cost, A& classic memple i the wind
generatar, Most of the designs currently baing hawdoed
sroyred,  trying o attract investmaent, are - begtifully
designid and beautifully enginaened and weork as parfectly as
it is peovssibile forany machanical dewvics o weork, Bart theny ane
notl economic, The value of the anerngy gensrated is
uneconamecily srmall tn eation o the capitel and openating
tosis of the dewica. Limmlly the befter anginesred the
product, the more s s 5ol Tha sams s troe, 15 a lessar
axiant, of solar panels.

Al af which leaves the poor obd product developer mora
than a ditele perplexed and mora than a little resantful whan
Isa tails to gt backing for his idess. But he fails because his
idan bcks the oost/benefit concept. Becoust he, tha
imvisttor, bicks it alsa, the would-be investor hes a
particularhy difficult task in satisfactoriy convincing bem of
st wihy he has badn tumed downl

Thea are cxses of cocrse whers @ procect is still
apparantly visbls aven though tha benefit may nof be
financial. MBVC supperts a company that has developed a
neray range of ttanium microsrgical mstruments inclucding a
digmond knite leminated intermally, wia an optic ko in iha
handie to produce greatest inteasdty just bansath the o thng
g, instead of tanding to cast s shadow wnoar the Mads, B
with nomnal instrumenta. If the pun will ba pardoned,
completaly raw ames of microsurgery ara; as 8 resull being

openad up (e.g, intennal aparations).
It miay ba thaught that price s of no concarn in such cases,

Biut sadnar or later the cost of the oparations mede possible
heve ta ba weighed against what private peltents or tha
Mationa! Health Service can, or will, afford, given all the
ather eompeting cals on thelr resoorcas, body scanners,
sophisticated X-ray equiprmant and sa on, Onby 50 much s
possible and that may esclude cerain aperations on cost
grounds alone. The vexed guestion of the cost of hean
transpants k= & case in paind,

Defence & another srea whine at first sight cost doss not
matter, s wacurity of the nation ssemingly being all-
important. But tall thist to the Nawy at the presant tirms in tha
face of Gowerrenient cuts, Thare s astrong susploion that our
frigaies in the South Atlantic cowld have been beter
protected; that the technically exceilent hantwane was
available, but costs precluded g wss,

Concorde s another example ol 1echnicol exeellencs that,
gt tha and of the day, will be sbandoned bocause the
BLOMMTICE [Ust are net right, would néver have got off the
g i the first place as an indepandant business ventura,

50 unless a product is designed with this wnderkying
cost/ benefit relationship clearky inview, howewsr iechnicalby
axcallent i is, it is unlikely to seetesd in eommercial terms, It
risquires grast akill, certainly maom than goes into the idea
itgalf, to design the necassary economic benafit or added
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valug imbo the praduct, and tha chance of ooing &0
pecidantaly without heving avary sharp swaneniss of what
nesds to be siriven for & fairly remota, Which iswhy MEVE,
and rmany otbsar institutions Bke it have to tum-down so
rmany af the idegs pui to them, idags which flow soadminksh
through the pages of Veniura Capital Report for instanc
e can detsct 81 once whethar or not the necissany ' cost
benedfit’” mstinct i present to the degras raquired

Product Commarcialisation

Here we comeE o an even more wital area, I issaid tha British
dra vary good at Invanting things, wery poor at turning therm
intosuccessiul businesses, O of the Skt reasons has just
lbean discussed but, evan g0, it is undeniable that even thoss
products thial oo heve the necessary cost-benafit B them
don't get turned inte successlul business; whereas. in
America or Japan o Germany of France they do, Endesd
mamy good Britsh ideass get trnsfened alyoed end (eken-up
by oihars for this very reason, |8 is said the Japsmass, fo
Iiratance, spend B2% of théir effors onh commenc alisa ton of
exiating products and only B% on inventing nes ones. Thea
ratlic must ba the other way round in the LR, &nd yet i ouw
product invantieness ks anything to go by, we could and
should ba even more skilful in the commarcialisation field,

B an example of what is meant by commarcalisation, he
wilter was once 8 director of & lenge plestic contsiner
manufacturer. It produced yoghurt pots and  food
comvtalnera. The product was mieting sevisng competitian in
the rrarkat-plece and despite losses running at £¥%m pa:
thers appeared little scopa for raising prices.

The aups were made an four tharmofoeming lines costing
£ % m apeos and capable of prodocing ¥ million oops a day
With raw material costs accounting tor ower 50% of final
product price. eforts were made 10 268 whather ssvings
could be made, Equiprment was in fact available 1o scan the
shaots with a radio-active source and conbrol tha jaws of ihi
axtruders to a gréatér deghes of acourecy, but it cost over
£100, 000 par line and anly achieved savings. of betwesn 2%
arnd 8% in rew material useage. Choarly not worthvedule,
particularty in the eurrent sEte of the company

Orwas it? Turnover was then about Edm p.a. perline. Reaw
matarial cost was therefore amound £2m end the annusl
savimgs were therefore between £40,000 and £160,000 a
wyear, givimg 8 meximum pey-beck of not mom than 2%
yeara, parhaps as litle as T months. And tha combined
eflect of ingtaling the eguipment on all four ines cvesnight
mare than hatved the losses.

various other similar staps wena takan, the installation of
eo-extrudars 1o put a whita gloss on the outside of the cup;
up-grading tha printing machinery o produce clearer,
trighter, moea multl-coloured markings, re-design of cartain
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pot ramges — all with tha intention of making 1he procucs
ook batter on the supermarket shelves, s0 attracting the
housa-wife to buy X's food prodects in preferance wd Y'a.

By suech mieana tha company,. still making thi sarme type of
conteinar on essantially the same fype of thermalorming
aquipmant, i the med-s during a period of Scute Consumer
recession {which paredosically heiped the comparny, 83 the
fiood manafachsrers posstively went Tor thelr conianers 1o
heEp sales wp in the face of reduced housewlfe purchasing),
and with oil prices and tharelone raw mataral prices hewving
guatrupled in the last theee years {which of course guad-
rupded the banefit of the radic-active ecanning equipmeni),
an ovarel boss of £ Y% m was wemed indo a profit of several
mithian within the spece of 2 to 3 years,

This is bui oma of many simiar sxamgles of 8 much
negiectad area in British indwstrial lite, We have the technical
akiis. in abundance, in the unisersites; in governmesnt
resapnch deparmments; in the laboratories of big compansss;
in theswork of private consutants. Bt i s not being applisd;
caneindy not on the scale nesded. Many companes hava
sufferad in the adversitses of the T0s &5 o result, Meoy
opporunities in workd madkets have also bean feregone, 1ha
Jepanesa, the Armericans and the Eumogaans rmoving in &t
Biritish industry's expnss,

Company Contral

The third ama, and ono particularly deer o MEWE's heart,
wrhich s cash flow systermsant designed to iy snd promots,
lmg in applying the “barrow-boy’” concept equally 1o the
actual finencial running of & company. Tha fiet thing a
barrow-boy will know is where his Broskeven Poird will lie.
Indoed he will know what 8 Braskeven Point i in tha firet
placal

And he will know whit o de | curest ssles and order
lovels are nunnmg at below breakeven.

He wor't make the classse mistake of Im:ra&drtg 'H"Iﬂg
cogts and reducing prices {0 achieve more volume, knowing
that by go daing he will be increasing the braskaven polnt by
pérhops substantially more than the increese in ssles,
produsing an even wider, loss-meking, gap.

Gaing back ta the plestics company. Like ary stect-up it
lnat money In s flest few paers. 1f wes losing £ % m o when
rumning al only 60% capacity. |t wes penarally thought
hawaavar that by the time outpuf was up to around %
capacity [twould ba in proft. So prices wiemn droppesd totrg
and stimuleta the axtra wolume, Witk dissstrous consé
guancas. As volume resa, s did the losses, @ sure sign that

braskieven point was rising fastar than build-up of sales.
The first mose was (o messure whers thebreakavan paint

in fact bay, It carme ot b 1409 of capacity] Quite apart from
the evident absuncity of running at that level, 1405 of
capacity was, in the conditions of the tme, neardy 2 % times

mrarkt s,

Howsever seemingly impossible therefore the first mowe
hiad to b o got tha breakensan point Sown to bolow existing
agbas and ordar intaka kevals e, arocnd 5% of capecity.

Braakeven Point

Breakeven point of course s the level of sales neaded just to
cover overhesdsand is foand by dividing llxed costs by gross
MrGin pRrceniage. A coempany with E10,000 par month
overfiead will break Bven at seles of £40,000 i opesating &
2859, gross marging E20,000:a1 505% grossmangin, and so an,

Breakoven can thus b reduoed by

1. InCregsing gross margn
2 Aeducing owerheads.

T goaoed “::.arrmu-bar" will know wihans 1o pitch sahss
prices, sakes velumes, and costs 1o get this eguation right for
the parmicular markat inowhich heis operating. The spesific
naturg of the product & onlmportent. The price/cost
dermand ralaionship .

The "Craativa™ v. Administrative Type

Sa bers look now, against this background, at the sort of

parsan needed to run a successful company. The classic

thasis i6 that the successful usiness will consist of two

Dypes:

1. The shambolic, craative hype, wha i pbaays thinking up
Irilliant nisee icdmas Bast im0 disorganessd ehiotis in his daily
Tefa;

2. Thia other, a meticulous organmser and disziplingsan, the
mah who midkes 1he cainals mifive on inhe" !

tavo wery different personalities, I they can gemuinely work
[.;:gmhu-r. and genuinghy undersiand asch oiher's moosds pnd
aftiudes and cope with thém, a strong formula Tor suocess
can be forged,

Anoxample to sis Rhow lhi:.wnrk.ilnme‘til:E.Tl'u:prn-dul:t
inmovator will never ba wholly satistied with his product,
always wantrg to improveit. The businessman onthe othér
hand will knenw winan Stark | is ready to 1ake 1o the market-
place. He will ban the product innovaior 1o the Duter
Hebrides — =0 that he can'tinterfare — whise he “commer-
clalses it gets the production engineering right; enforces
the ricessany production, quality control, and afior-sales
procedures; and launches it without further ado, howsawar
imperfect it rmay be inthe ayes of the inmovator, Furtharmosm
the businessman will use the procwct, having ensured
fauithess relishdity, to bDuid-wp B brand image In the
marketplace, through which |eter produdis can be
channeled, krowing that It is the craaton of the rmage, i it
can be achieved, thal & moes importerd than the specific
qualites of the prodwct itself, AN thass aspects requis

palnstaking smentan to detall and rgorous sef-discipling.
Bt somithing thi crantive fype will sasily actlimatiss o,

Corvemsely the metizulaus adminlawaior s probably 20
cisaiplingd in his outlook that be could neves Indulge in the
shaer flighess of famasy, the shaer axcliements of weking the
ereative risks and gamilas, that are the wery sssence of the
Erth af the truly orlgingl ides. 11 regulmes tha two attitudes,
bath, however, operated within that sterm framework of
cost! benaflt slready discussed.

An Exampla

The writer ig- & director of swo small high technosogy
corrganies mun by 8 very insresting mixture of Acsdarmics
and Businessmen, I i a wholly untssr stending joke In one
campany, hat, ina crisls, s Academic wdllwrite 8 report —
the bigoer the origis e longer the report with The
Bursinessrruin hovsaver el lonowing the orings| time-scakes
irvolved [of which morg Brser) i will b2 a question of: the lagg
thé formalitias, 1he quicker theaction and 1ha mane incislve
tha results. Comeersaly, of course, without the peodyct
strength prowvided by 1he Achdamess, Equalll.rlhEHﬂ wiould be
no  business - Both sk togethes In a8 very happy
ralationahip, well knowing thalr imastons and strangths
and taking care not to encrosch on sach other's tarrtores,

The Academic World

Perhaps because of Inhested oulurel ertiudes, the
technlcal potential, &s appliceble tobusiness, of & large pan
of the acadarés world, particalarly in the unbsarsites in the
LIE, Has largely unteppad. This potential feeds tappsng, on
the product crestion side certainly, Dt evan more 5o on The
“commercialisation” sida, Fortunataly the current wogue for
instance for Scence Farks is siering 12 bring the tao
culiuras iogathes, bt i 8 going toiake a long time, unbess
gpeclal efforts are made, befons full croes-fertfisation ooours
and Academica fully acgulre the correct feal for the dymaméc
af besiness — In contrast to America of course whermn it is
s8cond nature.

For instance the contrass could not ba more star batsean
hiawing a regular job and secure income, perhaps for ife, and
knowing that if vou don't get such and such a contract owt of
the door by the end of the woek, the safaries and wages
won't be paid, induding of cowrse your own, Knowing lor
instance, that i such and such an order, which has besm
promesad for monihs is not received within tha next two or
thres wensks, the comparmy will wm out of money from leck of
work and drastic acton may have to be taken involving lnss
of jobs and maybe ewven loss of the company itss, 1T in
politics a week & a long e, it cériainly &in siness,

Loss of a company of courss is not just o matter of loss of
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o, ket of muvestment: a wary personad arisis s involued
career, role, “'face’, esisem (with colfesgues, friends,
family), peraonal potsessans, intluding as aften &5 nat, the
family house — @l go. In business, paniculady in sl
husinesses, the time-scales, the urgencies, tha Baguishes,
ara of a camplately ditferant ardar.

The Acadamic who has & good product or procass and
toss weant quickly o0 make the transifion to achiaving
success in business, in hig own right, has to guickly adept
and scclimatiea to tha nevw ethic. Invastore like MBVC can
play 8 valuable role bare in helping to bring tagether with
variows ingrediants; in making swie tha mix i right at the
oubset: i making sume the resufifng besiness = weed 1o
arisate full “'barrow-boy™ undérstanding.

However just because the tme-scalss areé go critical, o
miptively nw operation can't afford to male: too many
rnigtakes if it s not 10.go undee, 8o learning on tha job is o
chamcy busmass. What i meedod is sorme form o of
praparatory education in at ieast the baslc issues,

Tha Business Gourses

But whare does one twurm? The uliimate paradiox ks thet any
form of coursa, almoset by definiton, tends to ba run by
Acadamical Thet iz ot tosay that the various couress run up
and dowm tha country don't play a most valusbla rgda. Indasd
thay do, buit in tha contest for which they sre structured,

The troubla iz very few business courses are shis 1o
racragts just what it feals lika toba in & producton bey ona
Thureday aftarnoon wath equiprment in pleces sl sooumd you,
knenwing it has o be got owt of the doar by Friday night or the
company folds, Similarly, on the marketing side with the
order that k2 awested and just doss not come in, or comes in
too leta What s the easent Is it styling? Is it an inept
approach to the merket plece! |s it lack of flair? |, . . evanis
raraly give you tima 1w find oul. By then it is too late,

W hat lgnaeded ts some form of short business courss that
accurstely recreates the eapd fesl for the tire-scales,
aupadures. anguishes of tha small business scene,

Even & woek of skiulty made, case-histary, videa films,
pluz skilled 1asching In kay aress — whers ta go to et
product styling right, o 1o ensure faultless refability of the
aguipmant, simpliffed ways of assesaing and monitoring
performance — could avesd many of the dramas and pitfalls
that happan in practiceand halp & significsily larger numiber
of companiles 1o survive and grow, &nd with it, of coursa
ratevially Increase the confidence of investors like MEVC in
backing a much wider spectrum of companies,

& final thought. In just the same way that moest of the best
bissinessas have underdying them & skilled Tusion between
the “creative” and “business” alemant, so it ought 1o be
with businesa coursss, They ought o start with the

bhusinassman /Barrows boy himself craating an accurats fioeal
for the scene gnd then getfing the acadeamic 1o usa his
consicderable ingenuity fo actually racrests the climate
nistdied — i 3 classroom, in a phantom company, tha
mqeivainnt of the alactronic harowe, or whetewar — &8 an
accurste “feal' " for avants can readily be ploked up and the
lagaons quickly lasent. Wa in MBVC, whare [t & a8 major
prohilem area dio our best 1o provide ot lesstsome of the mput
racquirmd, bart it neads handling ince misch maons formal and
oioparly-structhirad basis.

Conclusion

We in MBVE don't claim 1o hava more 1han ssratchad tha
surface of the potential availelya in tha amall businass fiald
and certainly some perhaps Inevitable mistakes have bean
meda. In ona case when B8 company got the Ousen’s Aemand
for Induetry, thetelavisisn carmaras srdved muoch a1 the sams
ime as tha liquidator, which cawsed & somewhat srained
dialogua on tha shop floor. MBVYE now has Investrmeanits in
comganies ranging in aga from saven manihs o seventy
yearg; from high technology [-ray mirroes, lon eowrces), o
mdhestrial racking; and from tha vary vulnerable start-up 1o
e mature business, The economy has not baen kind, with
1 risceesion starting the véry same month that MBVEC was
sat up, but we lile to think, on the analogy of the plastics
compary mantioned eadier, that by getting the sums rigi,
and kept nght, & company &an, mard or léss, bé made to
survive and prospes whatever the advarisities hurled at it the
same besng just as trus for MEVC itself as for its underbing
invesiments,

Wie ki of no more inténégsting and stimulating weork in
tn:-r'rl.-ri.'lul:ing.. in hawwaver small a way, to the chalenges and
success ol the UK atdnomit sténé info the 1980s and
beyand.

MEWYC
22 Watling 5t.
Landon

EC4AM 3ER Tel 01-636-8867 x 1608

The following ta & list of compantas in which MBYC hova
: in tha peried up 1o 3 Septembar 1381, 1@ken fram
accounts, Two of thesa projects feaiured in

form of cumulative participating preference shares, on
which there are na dividends uriil the comgany is in

inigher. On the capital side, MBWVE ikes a blocking vota

Copyrighi & M2, Yennae Capical Repon Ligl 2 The Mall, CEron, Brivol BS540, Tel (77 717222
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Venture Capit:

Half yearly index of Projects
July — December 1981

July 1981

l. Mid-page Article Small Firms Loan Guarantee Scheme
Wy Barry Baldwin
A Parimer in Price Wplerfaute, Landon

2. Privaie Hospital £2.55m
A prow af Bosaital conmulianty heve prrchased' (e lang oad’ fave ouiline planming permiasiing e g 29 e privars fraspdro. Their dovedopment Tegm
cppris £ R0, N0 o gty capitor T nnetch £1. 6 af debr, oed affers 1% af preference sfares andl +0% 0F #0diae shareq 1o 1 IReRanyss

A, Insulation Company £20,000
A erpumdief ComiEaHY IR TRE ess o IRELNVETHE aGaresTic, Fenmd v iopd @uriorily PreTineT, BATCE B0 rolse £20, 0K fon ncredde T8 paorke (. amd

Sammee exmaesion. IF oo 0% o e sguilty dafnmlly.

4. Mohike Floating Inteénsive Fish Farm £80,(H)
An eapiveer by devefoped @ mew Toalivg inteastve ik foen that ovsrcomes The grgveiccs of peiing M form spsrems, Me s o working prodelyps
and reqrires L85, G0 fa burld e firsl prodrection model, He i offeriae 51% af the egquiiy

5 Pop Group £ 210 THH)
4 poy group Hha s bavallr estohitthed, and witage fiest staple secord s heen released in o smel! gume ity o sodd our, & reeking £20, 00 to produce
and prowraie v furiher singdes god an elbem. Ir affers 50% of the faiial profie

6. Telephone Call Measuring and Recording Device Licensee
4 prafesional vanior bar deviend & fowecost waehine for indarily prirsag ond, on the e s promives, detelis af every iefemborsd ol mide, A
predoiipe fas besn approved By Iee Posr Qe oed I dnvemior [ 0okimg o @ licenser fo mamgfociare and marker the product wardd wige

T. Polishing Company 15,000
The main palishor with @ covmpany mmekier ne fermitcne socks ap o 05, 00 fo eaain'e Al (o sel i) an &is owen, Heaffers 55% of the eqaiy iniliady,
B, Sali Glazed Pipe Company £150,000
e il fiow r e st gloged pijne rranufacneness i e DR seeds £ SOUNKL Tie Conepoay is afferter ae 1o 9% af The equi Dy and @ préferendimdy
sectene defewmdne of L0000,

9, Magnetic Home Printing Set L2500
Amentregrenenr winose finyd sngredic s ting st i pew seliine o 80 LUK stores, sk L25, 00 10 Jevei o 4 1arger o for wisie Bolh beared mayor
sfore Dnapers see il grpeier padparial, He affers 0% af ohe egquily,

10. Yacht Chartering Company E65,000
AR ex-RN enirepremenr ey £0.5, 00 oy ockaWrion fo iy ormen D00, GO, 00 parefrses an gadsting Madiierransan gachd oharfering Mysimess, The yacid will
Py spveeirit, e D% of the ety o5 Gl for

11. Take-away Food Chain £40,000
A endrepvenen hod a it -food 2hop, eid wdield W e 10 expdnd o fernier Bamaged branches, and evertvally Franchizes. He i sesding $00 000t
etrblick the second Teke-oway, awd i offering 808 af rhe sty faifioly

12, Music Board Game Distributor

The mventor of @ new s af hoaed gaene. ane of (he Phree Bosiosetlers losd Cheisimo, sseky sowspane fo Geke aver dhe distriian'ion of die gome.




Apngust 1981 .

13, Mid-pape Article CoSIRA
i et Vimson, Chairanne
Chaurmean of TSR ang the Developmend Commurrson

14, Drata Caplure Manufuciure E175 000
A vormpany which reanwfocnarers ovcroprogesser Bsed dofa lopgers and oiher amockeied pinct ool devices seeks £1 75, 000 o finmeoe e progection
el sl e 0 expamded prodiced range. 49 of fhe pgwily & offored or 2 condrolliag Geferest 3 dhierined

: :
5. Import/Export Company . E2U1, MM
A w enlreprenour, romeines £20,0040 L R Tt U T ST R O 2 El._."' M ovein i B veviareed with o verand’ mrarrpare, for BT recennly formipd
ITFAEAO T BRI S G T ARy covipar v, e aeiicinoer med profie efore Soe gl aver £ 30, 0 pev arrewen wilkin firoe woars, amd i offering 33%
of fhe equity,
16. Medical Flectronics Company 240,000
A commpany modking reedival shechrowic egripmen seeks o rose L40, (00 & rermerdy 558 positkon af e roeialisalion, fo eopand oo ek fa sew
producis, It affars 30% of the eguily
17. Drive-In Restaurant £1540, (100
A Ameriomn artraprenens By detailed mieas o g lerpe [R50 sfple finritresmes o Falfer-aealesy dre-in revianrand & & aapially Eprnaiag Hew foe,
Hi bay pudiies plarning conser! aad o Hie From the develapment parparadion subgect ra finance. The fofal praect et i SN He will provide
L0000, Al ganogiiiee S50,000, rhe bawdr £ 50,000, ara Be anw feeks £050, 000 @b fosn amd cquits and offers 41 % G e vy,

18, Fish Farming L1105, i
A eniziing prafinnble Fink Farm v Southers Erplond regiclres £1 15,000 o expoed, o afiers 80% af e new company
19, Mechanical Acrosol Fog Generator £15 000

An estatdiived compeny which prodiuces fop genengioes for spreading meciicider, pesticides, deogoraniy, dsimiecanis erc., wivke (o find @
purrckasse. The asking price o5 £/, (00 far the pracducrs,

20, 18 Metre Windmill £75,000
An entrepreasar with sdfernve helicopler sspeciiver bax desipned and fesied @ Sove-cost PR wiadeil), 75,000 5 mow sowekd fo ook 0N (X
imcfuing o L2285 000 DLO T, pramd o prodee o e penductine mmode!. 508 of the paeiry Ic o fored.

21. Film Production Company £ 306, DD
A film proviiaclion compary 15 seckieg 1o rale the eopdiel i regvives aver three yegrs in arder fo erablisl dself principeil i e oeble, TV g wdeo
mmarket. N an carrendly prodiucing o fUm 0 Las A egees (o b Mieed I Mexioo, 1 offers ap to 05 o dhe sgiilly For e invesimnenl of £700, (00 which
could e inpul rer e Weas,

22, Air Cleaning/Freshening Products £30,000
An ertrepronear wio Aas boen sireufeoiueing sad selling T rangey of produwces, @ rening dee o (i bealtk, He o fhe paienis and iy i S
maroedlers o S0 0

23, Recent History of Past Projects Portable Buildings April 1980

September 1981

24, Mid-page Article New Ideas—the legal opportunities for protecting them

0¥ HuEh Brevl, Sodaior
Heuph Brett, Editor, Suropear fnieliecived Property Revipw

25, Cassetie Manulacivure £150,000
A plaviicy imfeciior-mouiding comparp soeks L1050 67 to cagrend’ 15 oreseine oo SacTariee, 11 affers T3 % af e egniny iminieil.
26. Fire Extimguisher DNstribulor Concessinnaire

AR OTVOrEROSs COMPGRY PASAE f0 SORINT Fonr cONCRRERaaeEr far o Lialed Foiagadainy 5o selll Sigiegueatiog s dafmgaenhrs. A coarersaamasne  wannky
regnire @ arinieinerr o E, 0L

27. Rechargeable Curling-Tong Licensee
A meccesginl imvenior has designed owd developed @ recherpeehde Aoir curing fong. He seels @ llocasee fo masufrctuee ond mard et the srod,
28. Elecironic Larynx Analvsis 50,0040

T antreproneurs have prodiiced ¢ prodolype degnostic teol for ENT contaltants, snabling rhem b ditpley the wo v of the ey an g soreen,
Fivew Betiewe Jf will quickly fwcome required equiogmeer. They seed SR0 000 o prodsoe and siaeier the diviee, aw’ a)ffer S0% of the ity inifimif.
29, International Communications Company EX0,000
A EOIEEH T PRI & IFIEEI AR rgu'r;ﬂ:m FEFECE Jar rruilisarige comppnees, affowsarg e o make savines i e requoe of J5-209% on e
O RS, feeky 80,0 1o Teance evaendion Tier oflfer 279% o0 ihe squily.

M, Inflatable Catamaran £75, (W0
A entreprencu’ whose prafotyee fnfotobie tolmemaran foios e weorls spend record te i ohers seeks L7500 10 el W cra il comneeecnalle, o5 %o of
the production company &5 cffered.

3. Motoreycle Stunt Tour £20, M)
A PREREIrERT wikea A hWIII'H'I_fW.IHr.IIe: FHORIEC gl SRS SAQWN far oo v ey Jor e, sevky SN 000 ro Arrgece @ fewd dowr o 1T showe in £9852, ix
wihreh be woidld he fhe prosmater gad feke the gae maree, Heallees 45% af dhe puiiry,

11. Scaffold-Board Repairing Machine £25,000
A ervapanr thaf fes dewn peadaciig @ sogffoln- aued rapmicime mackine under comfracd, bas developad o rew vperaded mode! of whicha rumber have
Degw soid. IV regraires 25, B0 fa SEAOE g Increase in wartinge camiol. oed affers 365 OfF Hre sl v,

33, Ski-Pole Manufscture £ MDD
An invenior fevkya conmpay with spane copaily o marfociere o range af prodocts haoed o o pofeedog feliscoge egpandimg fube, The frsr progluey
wild B k- prodes, ong CR00 000 1y meeded, elmosr adf for working ceonin T3 of the ety Iy offered

.-L Crearbox £ W00

A pairdgrencur seeks L2, (00 ra flagace stocks 05 A inpreved desigm of @ geartox for Formmala Fard focimg cors. Siaf the prewvious desiame were sold
il sarcess, Me offers 20% of ke aquity,

35, Sound Systems Services E30,000
The ecomamic revesslar (8 e Sawrk Fortxhire/ Mlambersice region Do fed ta a0 imoreased demond ferr puch gl cieh evrerT@ingient. Ax énirecrence
requiees L3000 fo develop bis Brsimess to provide sownd owd sl equipimser, snd o serice tre meay soeds in the geag, Up ro 50% of the equity is
alfered,

6. Security System £100,000
AR psnpbiEhed el weltrepecled compary m e serais Jeifen markel, hoy developed @ specimlised campaier-based sivtem clrimed o be more
affee tiver ran wry, eilver competing prodice. Jf ek oo ser sg o merbering commaey do el e praducd, Wil ey oeed e fo 00,000 cver e nexd
raree voars, I affers 5% of rhe markolfing comparny.

37, Ruobber-based Surfuces for Livestock £25,000)
A fematseaping company has drveloped o new ruhiar-asid undesfoor suefece for Bverock, sud sy £25,000 to develop and market the produe,
Eageaity o e 10 2A0% 5 offered, with dhe copardfiniy oF aotive Baeiiciparian

Company for Sale
8. Machine Toal Manufacture/Metal Working £250,000

Cipiers are invited b1 the Reverver Manager Jor the suvels end Busimes of o gererm engindesing ol plrie warking machime Sl sHgau S farer,

Oetoher 1981

39, Mid-pape Article Prospects for Small Businesses
by Jahe MrcGregor, M,

Farflameriary [ indee-Sevrpiary of Shade fov Indusiry

40. Marine Hardware Manofacturer £40,000
An ertadiivked compaey dhod maeficiures Aei-conrosive manine hangware, | seeking (o raive D60, 000 fa serure tix Firvracial base . {1 o) ery 409 of the
Ui gy

41. Leisure Park Equipment Supplier 25,000
AR FRISERICACET WitA EFERiEnee i the feisure park indusy, wito kes spent near(y fwo vers building up comtaces, now mepds £35, 000 fwitk mn equal
nverdrgft foedity for each Nawy e promcne and expara mare rapddiy, sappd g egiiomeal such as Landsesins, Go Karis eic. He affers 514 of ihe
P

4. Microprocessor Applications Company L4000
Fleree yauRg eleciriic pogineers shoeled o onlmare-anenied compeany in March 1R8] ta apply mrArFa ey o Indusial praceirey, They Rove mow
ol Hasie fiesd tunds coimtvoacis, Il bave beer disapoeinied e a poomise of Toance. They sk £00, (080 e fimmeoe expanning, aad woudd fike oe
ST VIR OF DA investar, Moo they offer 5% o) tie el adial.

43, Film Distributor 21,000
A receniivfonmed (e disfribrrion company wiich hox the rigles fo seveenl films, sveks fo aoise £20 000, gad iaitiafly affery $08 aff the gty
4. Photo-voliaic Cells £50, (W0

A srmali compamy which hos pative iy developed @ figb-effcisner Texible phatovelieic coll privearily for siioey iore; fras now womr orders on wiich the
frcass prafal Wil e L o0, 00, Bevause PAE procct 1S mew, 1 canmai fcior e fawsions, Tmaw st 250,000 w0 finmece the produciion of these onders, fa
b repadd wikien the arders ane fulfliled, 309 af the equily i ofered infiialiv,

45. Solid Hardwood Furniture £60,000
A entrepremete wiie s fess makieg sl drdnood furmifare of distinenive moders desipn for 3 vears, mow seeky £60, (00 fo pia il business ow @
soan sawperelal fagdieg, S0% ok thee ageaity i o eree fratiell.

46, Clamp-on Washing Line £30,000
A Thtch pndreprenesr, formntor will M brackets welded osia the halconlos of P - rlse Fesadend i buildiegs in Hollana for u-ffgnlung' waashing fiars,
hay appled for o pelen! an @ clampeon washisp-line sappodd, He foresees @ Ruge demand ord offees 70%: of the equity for ihe £50,000 ba nesds to
leunch the prodiect.

47, Muedicad Product Distribotor Eilh (W)
A cosripan i Faed fios Soen AT i o ol T e Mkuj.pfﬂnﬁmﬂ'nl:.‘.r.'ilﬂ'g h':ll'l‘i‘ﬁ_,l'ﬂ” WO AT, LS R Iﬁ'-ﬂ'tﬂ'ﬂfwlﬁ'ﬂfmﬂrm. amd
Pk ST o nowoe des expameion. & of e 5% o) Hhe compamy imitiaily.

48. Curtain Manufacturer £20,004
A vampary thal reakes s o s curtuies, seeks fo reise £, Ok ro feed (5 warking capifal regquirement & i expards (5 seewies, 0% of
il ety i affered oy

49, VAT Recoveryfrom Abroad £20,000
ol s business & gerigrees andd FaREpoes, o endneprenelr hecamp greearg CRE cowmimTaIes were ned recloiming farge s o VA T peid afeoad. He
bk resnanoind Ehe sinlyect, o inferads fo oo! oy @ recovery dgend, He sesks £30, 000 awd offers 6% af the new coimpan .

3. Yariable Geometry Aerofoil Sail £23, (40
At elreprenenr bes poleals on an wgenicus soifd shored reverdie aermmeinic oerafo R s, which i Frighiy efficienr. e seeky £33, 0060, o rmpdoy
British Aerospece o compiete 8 wind-fuaned anatidis of iis peotot ppe and fo marker the prisciple to the world s racinearchitecis, He offers 21% af the
gesigd compary, eng' FF % o e commerniad rompang

51, Sphit Viee £75,000)
A covmpaeany thal hay recently lranched o patenied spfin vive for emgpinesrs, seeks o ralse £ 75, 000 i develop secesstries gnd imorease its marketing offore,
4% of Hee company & offered.

Company for Sale

32, Scaffold Company!Specialist Tabricators Offers

E.I'I_I:I"ﬂ"l. are orvied by dhe reses er for the gasely g Desinesy af a TL':!,.':-"G-!-H' Bive g sules e et F aved FoeCToi m;m'mg_l‘m'wﬁww




Movember 1981 '

53, Mid-page Article The Cranfield School of Management Cownrse on Entreprencurship
By Projpevor Malporre MHorper
Prafessor of Eaterprive Developmend o Cronfield Buriness Schoo!
54, Pop-up Books E30,000
An patreprensur whine Folivh parenis were i books, ead who has spend oll hiz working (6 in pebshing ead bockselieg, seeks £30, 000 oextaliish 2
coutpany b Podend fo mgeufacture efabonmte pog-up beoks, mesiy for arpord de dle es?. He offers #0550 af nae aquity.
55, Property Training Centre E15.000
A properny cansainant with 20 peees gxperience in propeny, ang wing for 3 veers ren hiy o e Geie agency el pragerty developres s campany, seek
wp fo £15, 000 1o stavt o fralning ceatre far estete agenis. He i ready (o slael, with £5.000 o iz oo, g offars 25% af the aguiiy
56. Railway Construction Consortium £54,000
A consartiem which it expecied o prequolly te besder for maior overseas rafhway comslraeiian geiect, sedn D54 000 o pay the fieal cocts of
fenderipg. DS 0 ke dgaify i aER 10 OB O MO IR
57, Graphic=Printing £10,000
A hustand oed wife fears sfovivd @ praphics bresimss (8 TEAE, Khe dioes arfwark mad design n rended grenviees, while fe grinis in fhe eveaing of hate,
Tibg busiepcs o provwney Slowly, owe the bank brleace Is fisng. Fowever, T come are Conseiuy mf o fock oo Diesinesy ururees, ool yeek en e
wih gould pravide this med adce £ 80,000 to prerchase seee moare mechinery, They affer 25% af the aguiiy,

38. Ouk Furniture Producer £5,000
A recentfe-farmed company prodecing ok furaituee lias srderbadgered for its sfart-up cosiy, aed now seeks £5, (00 fo Ragwee 5000 ad promaie ifs
producis. I offers 108 of rhe equily,

59, Milkbottle Holder £20), 0000
An enfrepreneus who mare warked fov a oo (I o8 O iR, dazg Pj‘_‘fﬂ.’fﬂ'm areie-Jorkiay sk Iodile boadder, Ha ekl EI0) 000 20 Loveacdi His
et comiprekally, and offars comirod o am e vesior imimedly

60, Telecommunications Equipment Importer E20,0040
A cosipany imporiing fefecomomnioad iens eqmigmeeal from e Far Esar rogeeives £28, 0000 rEl__l"JHJ.'.k'l.' e ardkerr they grerecedving. 25% of the agaiiy d
e

Business for Sale
61. Hospital Trolley and Aseptic Furniture Manufacturer [fers

ers are inviling' by the receror fow Dhe asvels and Brsimess af o hosoita frofiey amad asepdic Marniiee oo fures,

61. Recent History of Past Projects Packaging Co February 1981

December 1981
63. Mid-page Article Venture Capital Priorities

by S Malmer
Sup Pafemer. Businesy Develmprrernr OFNeer ICFC

64, Medical Engineering £5.0m
A Americon eafrepreneus progosH fo cstabiish o companyt o meauferivne eeflfieid orpans, based' an reseprcl cosdactip ower e et 12 wears af
Ongford Linmiversity. £5, O i meeded aver 5 wears fo founch the compeny, avd of this, £3. Im miy be provided By severa govermmemd Dodies, 6% airi
ity o5 affered, for the remesining £1. 7o reqaired. A feweoost product by prodiet approac may alse be possibie,

65. Hairstvle Previewer 50,0040
Ar invensors develapmeny snpimeer ks insented and parenied @ device enabiing hamdresserr fo show cusiowiers el own face with o vanery of
different haivinyies, Crcers for 200 mackiner ore being nepoiinfvd, arisiog from enquiries before any sovkeliing efforl has been organised, The
enireprenesr serks £A0,000 fo fingnee rales aad prodiction 1o seeve e market b s erooted, and iy wilting fo offer 0% of the equily for the capited
il €16, SN pler Jowe teredries,

G&, Mining Comany 3500, IHp
A company with fn miwing rights in Cormwell seeks 50,000 inifially, o corry auf further fests on Theie arlee, fo extablick o o grecler degree of
pErfairry, ihat D exizring dnto i ovourote, [ the exisiing information & confirmed, Fiecanspary will e i o posira (0 Fnise SREee o e ey il a
mAnRE Goranine. J0% of i eguity & offeced In return for the (eitial 230, 000,

67. Industrial Floor'wall Cleaner ET6, 000
An empineer bas devetoped an indecieiel Toor? wall clemmer wiiok ey bigh-pressune welfer gl § wel bacuimm aotien, [ B A and easy 7o G5, e iy
redare clearing e by ap fo 305, £04,000 iy souphi oo devedup o prodeciion sl med 40,000 ro esfaldish an aoeorbiy lne. Allermelively, @
company with spare copacily cowld snrfaciure &, 3% of the developrrent company gad 5% of the menufecturing company v offored

68. Continental Holiday Company £50,000
A compeay which sy condimerin’ hoddaps, oo o ermoser oS00, 000 i 1 R8T med i foreomsiag @ Geemoeet of STy o FRRL, jeels L30, 00 ar more,
awd affers 2% af the equily,

69, Recent History of Fast Projecis Aquatic House Janary 1979




1 Saptomber 1081

Thenk vou very much for your letter of
20 August, and for letting us have details of

your Index of Butrepreneurial Activity for

Septembear . I have shown this to the Prime

Minlster, and she found 1t wvery interestlog.

I look forward to sseing how the Indsx
bahaves in the coming months.

J.L.A. Cary, Esq,




MR PATTISON, No 10

I attach a letter I have had [rom [ucivs Cary giving us the [irst
Aetails of his index of entrepreneurial activity, I have asked

him to continue to keep us posted,

As Luciue says, it ie difficult to know guite what to make of =soch

a sharp rise - but I think one can take comfort in the fact that

it is a rise and not a fall!l

L

DR J M ASHWORTH

28 August 1981

T agred i G
e PW‘? F—,.-“'fww--l" 'ﬁ'-?}- ?
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Venture Capital Report Ltd
HeadOffice. 2 The Mall
Clifton
: Bristol BS8 4DR
arth Esqg (or his successor) el Bristol {27 37227
T0 Whitshall

Lacndon
WA 2RSS

26 Rugust 1981

Dear Johin,

I am not certain whether you have already left CFRS, and in case not, I address
this to vwu. In your letter of June 30 you asked me to send you or your
successor details of the VRC Index of Entreprensurial Activity (VCRIFA) for

September 1 1981,

Hence this letter about the index which measures the level of funding cbtained
by projects covered in VCR in the periocd April 1979 - March 1961, and oonmpares
this with the tEse period.

September VCRIBA = 117.08

This compares with the June VORIEA of 100, and therefore shows a damtic rise
of 173, which I would be surprised o see mepeatad in the futore.

It is ag difficult to explain this rise as it is to explain rises in amy other
index such as the FT 30-Share index, ut I think that contributing factors are:

1. The importance of being entrepreneurial and funding small business has been
constantly stressed by this government, in particular by the Prime Minister
herself and by har Chancellor. This emphasis, as well as the specific measures
announced in the 1980 and 1981 budgets hawve helped to create a more pogitive
attitude among investors towards investing risk capital.

2. The recession has driven many businessmen to take decisions which in some
cases they have been putting off Ffor vears, and to resxamine their business
strategies, to get out of old industries and into new ones with a future. For
example, one project we published recently has found support from a textile
company who had set out to find a new business and who had specified
microelectronics or private medicine as belng suitable growth areas.

1 enclose a copy of a recent article in the Daily Mail, which, as well as giving
some useful adegrouand informetion, gives two exanples of the liviong businesses
which underlie the index above. I hope this is helpful.

Yours sincerely,
J.L.A.Cary.

Dirsctorn: )L A CARY TW. N GLINNESE W H.EMITH
Feiegimiared Difficn - 3 The Mall. Clifson. Brisiol B58 40A  Company Regintration Mo 1307182 Englard




A T1p that
is a winner

ALEC MARZAHO wanicd £158000 o
develop a mini-rubbish skip he'd
designed which can be towed by an
ordindrFy van or oar.

In tha #nd | dldn't gl the menky Trem
& Yenlsre Gapiial subseriber, bui it waan'l
for lack ol Inlareti

Control

spround 20 poople  pespanded s the
faaturs; but most ef them wanted io lake

domn’t let
ourgood

. i % : ST R s retaln eomtral’
0 Ll = b 1 P R L, CF Mr Mafzana's mlhlltlnlg;;mm ?:ﬂu:‘mil;r:
| A ..; h i : i : --m,,,‘_ ! 4 w;‘?:“ﬂial:;ﬂ':u;ﬂll l Catpotation,
; . g : : s "We'we already s8ld 15 skips and have pad

; g ; SRR % 'l  inguiries trom Lhe sleciricity and gas boards
Ll i e : 2 A L as well as the Lohdon Too whe wanl seme-
L s L g thing to help olear up alier the sbephanis I

Afee Marcana ; he desighsd @ mint rubidsh ki, sRyE Alea,

Daily Mail, Friday, July 31, 1981
" FOR _ANYONE WHO'S EVER THOUGHT OF SETTING UP THEIR OWN BUSINESS

A magazine

. He finally
that can help got it taped

g ¥ g , e JOHM GARDEER s Ehe fhg we Ent thn neobey
Lacking for o shop window for pour jolens : I i ; ;

fremp m pelvals Inveslor
‘Iry the Bristol-bnsed Veniure Cupta] Reporl, The absclutely delighted with 0l 8 O 4 an

magaring  rannob  provide money  for - enLEFpTISing
bualneasmen, bat 1 éan ghve thelr propecis a wider
RiTing.

'B-.El:u-m nn ifea b5 pubiished] we RsX entrepremiurg
{0 compiete 0 leogthy questinnnaire piving detalls of
e popect, the sloe of She polentinl marke?, gl Bow
projections and e en’, meays director Luckas Cary.

i1g drters miny people beonuse they disetwver Lhey

hayen & really theught $hra thelr idens,

‘e 1000 projeces lan oo olir desk Inst wenr.
bul ondy MM meade 4t inko the peport’, ncds My Cary.

wenturs Caplial Beporl costs £150 n year to buy
ond iz rend by aver 463 mibscribers.

Thea rgest block of readers 18 companbes including
Publely qooléid frms ke Shell and ICL" seys M
Ty,

‘But we glsg hove wroutd 160 individhal subacribers,
end 5 or se lovesting institutions bHee the Notonml
Enlerprice Board, TCFC and e Bank of Englend.'
# Tor more detnils wriie to Veotare Caplinl Beport,
3, The Mall, Clilton, Bristed, BE3E 40K, Telrpbone
Bristol oI7a-37193,

the pidponss he got [rom
n Venture Gaplial nriicle,
"W  mtarted fAve yeare
ign without n peony and
bt car Arsb  moehing
asing e depoall we wire
pid on an ardor, he says
‘It waa clear we'd npeed
some money L we wanted
it eEpend  and  our
necoartnnt purpeslad tho
Venrlure Caplin] Repocl,
“The hwanks moefe WLRNY
mesles, Bt after the YO
repoft We g0t &L Ieask 11
Ingquiries from interested
fnvestoss propared lﬁm
up the S2R1D00 we nee
“Oiws wrots from
Bwiteerlang #aying ha'd
give s the meoney i we
gnve his son & job, but ko

ImporkhAk ghn By Bocom=
ing our snies direclor.”

Liachines

Kr Cardoer's com-
pany, Ta Antomnihin,
in the only UK cempany
miaking marldnes which
produce pre-resordod
renelte tapes ol ldah
gl A 60 mmbknuis Lmps
fnkes ju=sl 18} seconds Lo
ke,

He hna 2las deyeloped
an nutomiatlo video ons-
pelie  windding machne
whirh ha belleves 1a o
wirld bester, “As for ng
U'm aWnre Do ahs I'!'IHI'-:
higa produced  ane ek,
says Joln GRriner,




Venture Capital Report Ltd

2 The Mall
Clifton

Bristol BS8 4DR
Tel. Brstol (0272) 37222

William Rickeatt
10 Dowming 5t
Westminster
Liondon

26 August 1981
Bear Mr Ridkett,

As pramised, I enclose the details of the VRC Index of Entrepreneurial Activity
(VCRIEA) for Septenier 1 1981, which measures the lewel of funding cbtained by
projects oovered in VR in the period April 1979 - March 1981, and compares this
with the tase period.

Sapterber VIRIEA = 117.08

This compares with the June VWRIEA of 100, and therefore shows a drametic rize
of 17%, which T would be surprised to see repeated in the future,

It is as difficult to ekplain this rise as it is to explain rises in any other
index guch ag the FT 30-Ehare index, Dot I think that contribiting factors ares

1. The importance of being entreprensurial and funding small business has been
constant 1y stressed by this govermment, in partiounlar by the Prime Minister
herself and by her Chancellor. This emphasis, as well as the specific measures
apnounced in the 1980 and 1981 budgets have helped to create a more positive
attitude among investors towards investing risk capital.

2. The recession has driven many businessmen to take decisions which in some
cages they have been putting off for years, and to reexamine their business
strategies, to get out of old industries and into new ones with a future. For
exarple, one project we published recently has found support from a textile
caompany who had get out to find a new business and who had specified
micrmoelectronics or private medicine as being suitable growth areas.

I enclose a copy of a recent article in the Daily Mail, which, as well as giving
some useful background information, gives two emanmples of the liviong businesses
which underlis the index above. I hope this is helpfal.

J.L.A.Cary.

Derastaii. J. LA CARY T W W GUINMESE W H EMITH
Fiegistared O#ica: 3 Tha Mall Chfion. Brestol 858 40R  Company Regisiresion Mo 1387182 Englend




A T1p that
18 a winner

ALEC MARZAND wanled £18,00 fo
develop & mini-rubbish skip he'd
designed which can be lowed by an
grdinary van or car.

sjm tien end 1 dldn't et the mondy Ieom
f Venturs Capilal swobscriber, bel i@ wasn'l
for lach of Intanesy.

Control

igpgund M peaple  reaponded fo  ihe
feafurs, but mest of fham wanidd bo Tk
gviprF the manofasiuring and | wanied i

Don’t let
yourgood
ideafail for

| ey . ; - H5y ot
B ; TR e R T retain sontred,
I a ‘ : h ‘ ’E g i e ST e : Mr Marzand's minitip 18 new in praducion
e e B L i el B thank 1s fnanciol  backing from  (he
i =5 x | i R thank _te Snaneisl ackise lrom  the
e ' ol £ “Wo've already gald 15 gkips and have wad
mone :F . Daily Mail, Friday, July a1, 198l

Iwtjrlr e Trom The elesirizity ang gas boards
@5 woll as Uha London Zoo whe wan! sanse-
thing fo help alear w@ &iter Lha atephanis |

saNs AbE,

'FOR ANYONE WHO'S EVER' THOUGHT OF SETTING UP THEIR OWN BUSINESS

He finally
got it taped

JGHH G.MI.DHER .4 :.h.l.' g we Ignl.tmﬁ TSR
phsolulely delighted with  from & pelvate inyestor
the respones he gob from whos  also - fAlled  an

A magazine |
that can help

THIED the beoks? Exbausied poar own coobatis?
Locking for o shop window for your jdeas 7

Try Lhe Bristol-based Venture Capltal Report. The
mMEgaring  tanent  puovide money  for - entecpaklng

impartant pap By hecung-

bosinessmien, but 1 can glve thelr projects o Wiiler
Elring.

'!L'I-'u.[um an Mea ls pulblished we ask entrepromburs
1o comnmEele B nmgthy guesiioomaing utvlntdulml.-: wf
the projecs, Lhy size of the potemtin markel, cash flow
projections nne o en’, sayn directér Locius Cary,

'JTJHB dgeters Taany people bechues shey discover Ly
havent really theaghl iRough thelr ks

‘Crrep 1000 projocts lamded om our desk last year,
bul ooly 100 made 16 iotg the report’, sdals Br Cary.

Venturs Cupltal Kepart cokts &150 nyear to buy
mod s resd by over 450 smbscribers;

The largest biock of readers 18 companles including
publicky guated firms Bke Bbell ang ICL' sayvs BT
Cary,

“But we aleo have nround 110 individunl subs:ribers,
and §0 ar o Invesiing Institotions ke the Wabbonnl
Entéerprite Poard, 10WT nnd the Honk of Englamsd.”
# For moee details write tn Venture Capital Report,
4, The kpl, Clifton, Bristol, BSS 4DH. "l."l']!lif:;:lﬂ
Bristol QIT2-372=E,

John GFordner ¢ he slerfed b own cosselfe meaking
DU R,

gava his BB o jok, but In

a Venlute Onglial mriicle,
e gtaried five yrors
et withoob & penoy and
bulbt  oar frsk machins
wslng the doeposll we wers
paid an am ordér,” DE ZAVE
't waa tlear we'd nodd
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tn expind and our
aopiumtant mgzesied the
VeEnlnre Capital feeport,
“T'he hanks wore olaily
iamdlian, it arter the Vo
report we gob al leasl 12
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Invesiarg pregacod Lo put
up the SELLH we- npeded.
e wrate frogm
Bwitzerinnd - soylng bhie'd
give pa the money M ae

Ing oar sales dlsector.”

Fachines

Mr Carnnfs  roms

pany. Tape Aubomsiian,

18 the anly UK comip .
minklig machinee whic
produce predecorded
cRzsathe  tapea &k hizh
ppeed, A GH minule Lage
takee jusi 14§ spromils o
mnke.

Hi hes olsn develajed
na aulmnalio videg gos-
seite winding mpochioe
which he belleves iz n
world bealer. “As [ar a&
I'mi awRpe 10 one else
hos produced one ye
BRYE John GRadacc.
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®

10 DOWNING STREET

From: the Private Secretary 17 July, 1881

I enclose some correspondence that I have had with Mr J L A Cary
of Venture Capital Report Limited.

You will gsee from his latest letter that he suggests ThAL many
of the projects listed in his report would qualify under the
Businegs Start Up Scheme, and that a Government department ought
therefore to take out a subsecription for his report. 1f any
department is to take out a subscription, I think it ought to be the
Department of Industry. 1 should, therefore, be grateful for your
advice as to whether n Govermnment department should take up Mr Cary's
suggestion by the ond of the month,

oW F. 5. RICKETT
[ .

A CB Willis, Esg
Department of Industry




William Rickett Esg
10 Dosming 8t
Westminstar

Londan

16 July 1981

Dear Mr Rickekk,

I will cartainly send you the index and was never intending to charge for
this.

Howewver, we do have quite a struggle to make ends meet, and I have always
thought that the Cabinst OFfice should have a copy of VCR to hand, so that
you can test the policy options you are considering against some actual
examples, How many of the projects in the July issue for example would
qual ify undsr the Business Start-up schems ? Bow about a subscription?

Yours sincerely,
Ij:w‘ A M

J.L.A.Cary

Dirsctors: J LA CARY T W K GLINNEES W H. EMITH
Faginiared OHice. 1 Trm Mall, Clifton, Brisiod BS8 408 Company Ragisracion Ne. VIRT1AZ England




Venture Capital Report

Half yearly index of Projects
January — June 1981

January 1981

I. Insurance Recovery Agent £20,000
Aw entreprenenr with 12 pears expenience of insurence recoveries, wiskes o rafoe 200600 {0 order fo serd on Ry awv aocownd, end
e 0 o The sy,

2. School Furniture £15,000

i suevessil entreprenent By o ranpe af ey faerituee which i3 sold fo tchools and orher imsimiions. He iy seeking £15000 for
workdeg caplial, and offers 10.0% of the fguliy,

3. Tile Showroom £25.000

Huving excistioe riphes foosell several eading brandy of Refion corerdc fifes T Explend. ar cntrepremenr hefienes ther mone sodd be

e g the recil vide of the marder, Mg therefores wishes 1o ser up @ showrpom, ard afers S0% of the equity bn return for £33 000,

4. VYcehicle Landing Craft £20.000

A wetbkaewn Siem of vefiicie prafaiipe englnesrs seeky £200000 to march L0000 af thelr v fo profafiee @ fow-coss mpged crglt,
prowerea By dbe vehicle foreli for transporriap mliiary ond disasmer rellel velieler. S0.0% of 1he equity i afferad.

5. Mobile Hotel £23.000

A entreprenenr withey fo comeer! a dowblp-decicer bur  provide o madile hotel for six couples, o b bired, for refaved condivenial
Ieriag Aalidars, wirh didver. He semks £23 000, and affers 0% of the aquily

6. DIY Construction System £25,000

An pnireprenenr whose porenied EFY construction siatem wey lannched in 1980, needs L2508 for working capital (o fingoce icreas
ing arders, He has recetved verhal affers ln exeers of £100000 o sefl kit company, and now geeks £25 006 far 25%,

7. Computer Shop £10,000

A voury onrepremeyr widh remall experienee seeks S100G pe siock @ compuner shop (Aame declersiinl i @ mear civy-cenire 5ite on
wihich be kas mepaiiaied o feans. #F% af the equity i affered.

8. Radio Controlled Cars £10,000

An erireprerneur kas desipacd and developed & rompe of remoieconirolled model cors, for sale to leiswre eerine aperarars. He seeks
LI, aand s preparred 1o offer up ro 0% of the aguin. Ce sysiem hot heen sodd




February 1981

9. GRP Dhows £80,000

The manaping direcror o o bedatbaililing company wishes fo establizh o pload e Malu 10 consinecs Arad dbows in fbreplaie, for which
ke s fame egiries. FROLINKNE s soughy, and W% o e aauine affered.

10. Bar and Restaurant Complex £70,000

T endrepreveesry reguine RO fo compded (e devedopmend of o bor aad resiemnant compiles on which dher deve e working,
Ther are aifering e fmvesior 7O of Hhe eguiity.

11. Dezk-Top Terminal ET0,000
The ex-feckninal direchor o an elactronics eompany Bar developed a desk-top computer fermiral wlich b belioves i the somalles) pracii
el it i vhe warld, Me bas recelved Ay fest orders, and seecs L3000 g Teimek the prodact. #0% o the egaily iz gffered,

12. Automatic Chain Oiler E10,000 Advance Royalty
A conracn) dirderor and midorciciling satbelasr oy developed an awiomalic chain ofier wiltick greaily redodes wear and stainierance
reulrEmEn ey on meorbite cholng. He i keecing atsisiaree frovt @ ctmpani or fapestar wha can wadertake the meckering of the device,
ar & rovaly hanrs

13. Home Coffee Roaster £40,000

Fhe managimy direcior afa Kgh quality coffee disrributian company reeks L4000 for ihe commercia! lusek oo home colee-roaiiing
aecidre. Mo oflees 60% af the equitp fmifimiy.

14. Quality Art Reproduction £250,000

A pampany Wl reprodices peidiaes wiiich are so reqliviic Phat I i pessible do fung them e piooe of the ardginais, sepks L2500 for
exparsiae, arnd offers 5% of the aquiie,

15. Pneumatic Bin Activator LUp to £100,000

A mecharical ergpbreer ey recetred the firse orders for div by acrfvanor, on wlde® be has applied e o paean He seeks @ pariier wil
ey fo evehile him fo grow facser. A aafority of the eguite wandd be affered ro @ sufrable vestor mifially

16. Growing House Licenser
An entreprenenr has designed a fow cost woeriendinre! ehcloture S uge af an indoor gorlen, aad whick can oo be wad ax ar euidoor
Erowviag onse wishes, fa feenie the mampfncrurine ard)or selling righs.

COMPANIES FOR SALE
17. Packaging Company £54.000

A venior manaper and @ feam of s colfesewes wizk to prchaze o peckepbny contgany from the recefier. The site dicfudes T2 acees af
wrnd frechold and o factary of PG00 sq . L3000 s regaired as o secaved I and S4000 fir 1 3% o the eguiy

March 1981

18. Cassette Winding Machinery £60,000
The only UK meayfmomrer of fape cossere winding and duplicaning mackines, extablivhed four pears apo, hay devaloped rae rew
maehine iooadd o 1S emge, I eresaity o Seley icrease aff SO, e deeks S5O af workiag capital g inaare thiv grosth. 45% af
e ety i aifered initia iy

19. Computer Software Package 1500
An experienced compiiter programiner seeks £25 000 io fivance the development and lourch af o spectalist aecownting compater pack
agre, ard affers S o e eqguiity mickalle,

20. Medical Projects and Services Company £20,000
A vompacy whick provides eromplete sedice! rztalarions avd the personmel ro i therm secks L2000 working capiaal, £ aoffers 50%
o e egainy

21. Venture Capital Fund £750,000
A farorer Mok iisers congaliant & exiabiinking o company wick (5 imvesting (9 yowng comparies wioh Rioh growh porestied, Fe seeks
L7500 o expanstan in iranches of wor dese tharn £50,000,

22, TV Film £350,000
A e of suffa b qualified peopie hias oxrembled fo make the piloe’ far @ TV feries whick will be sold iniitadl in e D54 Tive aim i
fo establish an dlependen! UK producer off T films, The group has iavesied 50,000 aiready and will favest a fiorther £50,000, and
rab gkt wn adaitional L3500 505 o the profies are offered,

13, Controlled Droplet Sprayer £40,000
A Jormer techrical director of MeConnels, agricultural enginsers, seeks S40,000 fo supplemens Fis o Mooy fo sseahiich o compan fo
axvevinle ond gl eonrrdled dropler sproyers S raln, poriicalarty wWnes in Grermary. Ne offers 660 % af the eqaifte

COMPAMIES FOR SALE
24, Toolmaking Company E120,000

A West codeiin) fobmakiog comganr, which speciclises in e mangfactere of Aigh-pressure giecans gl plasic-mordding ool &
aiferad fur male

25. Manufacturer of uPVC Window/door Systems £47.000

ke mangping direcior o o seclf doublp glozing company i redriee, ond affers bis compnane_far sale, He oo F07 N0, bur ndld) aran
o aifery,

26, Colour Separation £45,000
A4 o regindt of o resiruciirtag of the helding sompary, J00% of o comipany aperrting a coloie separation weaamer i for sale Sr around
B 5 M, Alrerrativedl, o fnvestar meighi foem o consorilion Witk abfer innereiied poriies,

April 1981

27. Mid-page Article The “Big Four"
i A mieoline Crrly
28, Skid-steer Loader Manufacturer £350,000

o mtteprencurs Baore an oplan s ke orer the ."|r.'r.-!-|-'i:'{“!ﬂrml|_.; ard morketing of @ ragge of kol sfeer lagdees workheide, They
resruing L3S0 ta finanee stocks ond gy the frss festaleiens of EIO0000 de the lvence foe, and offir o maiveiiy of the somgnary
irpiffeily.

29, Sguash Club ES0,000

A squaash coweh grd refared s soekfng EO0 0 1o develop a squach ard leisure complex, 0% o the aanlty I affered

30. Bedpan Washer ERDLOOD

A erfrepeeneur wiho wweied v e teo lorgeny UK mamyitecmirers of bedpan wasiing mechines, bas an improved design g seeks
ERTEMY fo fruesh & campoany to axsemble and sel dis sreeiiee, S0% of the eguiny i offered,

31. Space-saving Furniture ES0,00)
Aw enrreprenenr Aok desfgned and BE the firer inoa nenge ol space-savieg Surnitare. He seely 300K 10 fainch the prediuce, i
cifers 0% af the aquity bty

12. Solar Bag £6,000

Ar entreprencnr wiskes fo mangfacture and sell o solar peg, wiied efllons prople fo senliprhe o Brivtied deackes s mn fold supmmer
ferex. M sevder 56 00N anad rffers A% ol The mguily

33. Miniature Stcam Railway £225,000

A sidmnr edthisios! eooamatant wishes o consimcd o miiainre steaar rafinap on e fiie of Wigkr as a fowds avirvenion. He needs an
axtra £2 25000 in addition fo L1 25000 alveady under nepotiation. Trancher off £25 000 sack ave offeved S 9% of the equiry

34. Continental Holidays £30.000

A vl expondding coerf apenaior weeks CH00 o fnaree e dnorease i 0 operatiens, gud affers 26% of the dauin

May 1981

35, Mid-page Article The Finance Bill Business Start up Scheme

try A rhier Fapmg MeOlelfond Moress & Co

36. Homebuyers® Protection Plan £50.000
A company fas recertly fanmched o bomebuvers” proecrion plon, o peckage thal fnsuees the purchoser of g pre owsed hplse qranr
elefecrs it tie electrival, plardring and cenfool Beating spvieven for the first peer, The company secks E50009 ro faumeh b solgrse fr by
Miclldrds, amd affers 26% of the dguiny.

37. Pumps and Fountains £30,000
Ad errrefreienr will exporfedce in the colsfruchion indvsiry, who has an exclusive aistribuiorship for a Crermen pomp aed fraetal
crrmEL wehes so o o deafing in cesfor-budl SRmging, o the privaie perden marker. He needs S350 1o (TR L TR R T T
Wil ampoiar dealers, e offers 0% o vhe eguiiy

38. Handtool Marketing and Distribution Company £50,000
A rapidly expanding cormpeiy Saad disirilsees and markets several rargex o bendionls 1e govaees i Seuk Larposhiee ard Merset
siole, sewks £S5, (NN '|.l__|'.illu.'r.'{'.' A SN, it FEQLITES LA N Teaita ity aied 34 TN e P s, n:{]‘"rr_q _3'|l'|'\-:"._..'!|"r|:|._- QUi

39. OfMine Tool Pre-seiling Apparatus 20,000
A opeEc Ml designs gl whdEEls 0 Faige q,-" TErY - SOCUNEE FEAENFINE devices bated an arfcrocfecironics, rogrires - EXLINKE 1o
prprned, ded 1 frarce e Souech af @ revslutionaer dew I mrasering machine. 2% af the aquity eaffierad



40, Microcomputer Dealerships Eﬁﬂ,ﬂﬂl‘
A company 4 enterbng the retail microcomprter market I the London arda, and seeks S60UMN ro pay for the Inlthal siock and lnunch-

i expeses, Ji iz olring 0% of the eguiny Indtia Ty,

41. Hotel Lodge Complex £50,000

A parrnersfitp which kas successielly run o foref o eight years is seeking fo raise L0000 in addiion io thefr ewn 100000, ro hiilid a
indge compex in the hatel grovads. Ther are afferiag S0% of the aguiiy,

42. Deslgn and Building Services £50,000
A company thar cardes suf faterfor devign ard duliding work seeks fo ralse £SO fo fnerce s aperations and exparsion, omd (1
affertun 20% of the aquite,

43. Nightelub £80,000
A seeergiel caroen promater wieo slerted from Soralok in 1978, ond kopes o achiove a furever of L2000 iz year wisher fo per
chdae (e deose ol a ikl ofwh. The ekfog price i B35, 00X spivrad mugior hroweries boee expresved inferest iy making ey Thie el
fila il T Iﬁﬂﬁ.ﬂ_firpwm'ﬂ:uﬁ', i reraen for 80% Al the egudly indtieily, de be reduced when (Ae Brewery couiribaiion I réceired,

44. Bottled Mineral Water Licensee
T artrepremeurs have o materally affersescay mineral waler spring in Lincoinshire, amd rather rthan marker and disielie i them-
rafues, woreld prafer o Nismce @ comipany with an exiaiineg dferrbirion nenvork, The eessee would raguire £300000 for eaplial
exnerRdiure,

45. Slope Rider £70,000
An entreproncer Aes desigaed and developed a aew lelsure sports produer foe uge on grass covered billsides. He 15 offerivg the rmom

Joriuring arnd markeling rights in exchange lor g ropady on sades.

46. Recent History of Past Projects Ski Equipment Distribution August 1980
Optical Measuring Transducer May 1980

June 1981

47. Mid-page Article Venture Capital and the Stock Exchange
b Rowe Rudd & Co Limited

48. Information Handling System £100,000
A compary witich hes sipoiled cargpuner Iforsorion moadiing fesiems for mens ogencies and maiiitaiional combd ries Since 90, Aoy
developed more moders sestems oo sald the fear of these Jr seeks £1 00000 ro fivance an arriicipaied exparnsiog n sales, and affers
M af the equity.

49, Medical Centre £90,000
A dvacror fas plars for o parcte mediee! cendee, capeiie of providing sommlene clinioal evaminafions, He & sesking SN0, awd affers
HO Al Ine equiny.

50. Hinge Licensee
A mew di {5 vourvell inge spstens S the St of doors ro shalving spetens e been Snvvented goed develeped by a8 entrepronsur wh
wikbey Jo ficenoe Hhe manufacture and markerbip, It das g pateni apelied for

51. Radiator Quick Release Bracket £10,00:0

Awn emrrepreneur, whoe has prodereed a redicior bracker whick ellows the kowseholder to decorate behind the rodicior withour
urplumbding, seels L1000 fn order to dovelap Be commarsial podeniiel. He seels o smsl! rapaliy, end affers 5T% of the sguiip.

32, Cargo Handling Equipment £30,000

Aw entrepreacyr secky X000 fs Sk development o an impraved cargo handiing sverem for airporrs ard doeks, foe which ke
aiready hoy ore arder. J3% of Tee panity o il comparny 1 offered,

53. Housing Estate £80,000
Au experienced buflder, whi bas completed negoiiotons with a lecal aeiherite fo heild @ housing exigie, kas beew b down by his
orgtiel hreker, @ seeks £AOUENT o b sevwred o the e, 0 oaddiiion 0 e SAU be afreody hos. He 5 oafering 5% o ohe
EIFHIT)

54. Restaurant and Cafeteria Complex £500,000

A propesty develaper hox deign plans for @ renrguranl commes fo be erecied (a an qifuest Sonrh coest resorr. The casr of the develop-
MeRn Wil he £3060 000, wne the GAEPArINEIE &5 now o sale

55, Serviced Offices £75,000
A compgy whieh suppiies servfved affiees (0 sweking L7500 to inerease ity profiiability and expand, 1t i offering 49% of the ety

L




10 DOWNING STREET

From the Privngde .'L-ﬂerq.rl.' 13 July 1981

Tou wrote to John Ashworth on 26 June
about your "Index of Entrepreneurial Activity®.
Jouhn Ashworth passed me your letter, and I
showed it to the Prime Minister, since we
both felt it would interest her. I hope vou
do not mind our taking this liberty.

The Prime Minister was indeed interested.
She has asked if you could possibly keep her
up-to-date with movements in your Index.
Given the constraints on public expenditure,
wonld you be prepared to give us this
information for love rather than money?

J.L.A. Gary, Esq.
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1
iz diffioult to measura tivity' slthough it is, mﬁl"”
" eourée, central to Governmant & stimclated. One of }-JII'J
Z have tried to find out um, iz happening ig to commismion
reports from my friend Lweius Cary who 3tarted whet smounts
copputer bas nd rafaerral eyatem deBignad to bring together those
th monay and thobR with ideas. I attanh tha latest letter 1 have
from him. "!'l:l'l.'l will El’!l’:.-{"?'-_t. he baliewves thare o have been =n
increase in antreprensurial astivity, slthough not yet enough to make
TCE ;'Jﬁfitilh.r;-

Ihe Prime Minister has met Mr Cary (he wae one of thome invited 1o the
January reception for inventors and entrepreneurs) end she might be
interested to learn of his viows.

4‘“/‘1,__,1#‘*""




Venture CapitalReport Ltd

HeadOffice: 2 The Mall
Clifton

-. Bristol BS8 40R
. Tl Bristol (0272) 37222

L.

O J.M. Aslworth |
The Cabimet Offiocs

Cantral Policy Review Staff

T0 Whitahall

|.-|'.|-I"|"]-|!_'&-I'|

SW1A 288

26 Jun= 19H]

Bear John,

1 enclose an index of projects that we hawve covered in the last six months For
vour interest: 1 am glad to say that more than ever are now being funded, and
there 15 a gquite noticeable increase ln -activity — due in large measure to
goveIniment policy.

In order to measure this guantitatively, we will be publishing an ‘Index of
Entreprensurial Activity', normmalised to 100 on June 1st 1991l. This will simply
measure the % of prmojects published in VO that are funded from all sources.
Thouch imperfect it will at least be cbjective, The Ffirst meaningful index will
be published on Septerber lsgt, and I expect it to show a small increase
raflacting the frults of govermment policy.

Exoressed mathemtically, the index is caloulated azs follows:
M=30
No of projects Tunded x 1832 x 100

Ho. projects published 42

Please lat me know if you would like to be kept in touch.

Sadly, we are unable to make ends meet at WH, since we still only have 450
subscribers, s0 we will have to begin charging entrepreneurs samething, probably
2100 and a2 small comission, possibly starting in September. T wery mich regret
having to do this, since I fear it will lessen our effectivensss, bubt 1 ses no
alternative.

Yours sincersly,

oo

JaLia P CRAEY

Dirsciors: J.L.A CARY T.W N QLINNESE W M SMITH
Registered Offios. 1 The Mall. Cihon, Brisss BS8 400 Company Regimrmion Ne | 3BT 182 England




PRIME MINISTER

ps VISIT

I ehould have reported sconer on my return two weeks ago from
EE—a -

the United States., I visited Hew York, Boston, Cleveland,

Zhicago and San Francisco and was ernabled to meet or call on
large numbers of American businessmen, all with or contemplating

industrial activity here.

2 Much of my time was spent with venture capitalists who
bring together finance, marketing and entrepreneurial skills,
egpecially,; but not cnly, in high technoleogy and especially,

but not only, in the neighbourhocd of good guality universities,

3 Entreprensurship in America is, as vou know, plentiful
LSS

since a significant proportion of graduates and of managers

want to aet up businesses on their own. Here the proportions

are probably wery much less - for cultural reasons and because
there appears to be a greater aversion te risk in this country
on tap of those discouragements (tax and over-regulation) which
we have bean reducing. A= 3 result, the birth rate of new

manufacturing businesses in America 1s probablyvery much higher

han the birth rate of eguivalent businesses here. The death

rate is high too - but American entreprensurs tend to pick themselye

up and start again.

=




Nevertheless, venture capitalism has begun here. BSeveral
auccessful US venture capitalists are starting up here for
business as well as pro-British reascns - and there are Britisk
vepture capitaliets too. [ shall conktinue to seek ways to

facilitate the growth of venture capitalism here.

I am copying this minute to Peter Carrington.

)

Department of Industry
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10 DOWNING STREET

From the Principal Private Secretary 22 June 1581

B TL“’““T*"ﬂ

U5 VENTURE CAPITAL

Thank vyou for your letter
with which you sent a copy of the
statement which the Hational Venture
Capltal Association presented to the
House of Representatives in April.

I have shown the statement to
the Prime Minister and she was very
interested to read it.

1

frts st
ke i

J E L Thompson Esg.
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BRITISH EMBASSY

3100 Massachusetts Avenue, N.W,
WassmecTon, D.C. 20008

Telzphome: (202) 462-1340

Mp € A Whitmore
Principal Private Segretary
10 Downing Streat

fal® 4

Dear Mp Wh

UE VENTUERE

11 remembar that whean the Prima

¥ Corporation in Boeckwille, she was very

in Dr. Blick's views on how vanture ran*t ]l fares
18 az ecompared with thea ”f____“"”_

You wi
Gang

=]
L=
)
|
L
A

I pepantly wisgitad the National Venture Capital Asasciation
in Washington and picked up the enclosed gtatement nrasented
by the NVCA to the US House of “aﬁﬁe?enta+:vqa,

The Prime Minister may be interasted in the refarenace to
the effects of reductions in capital gains tax and alterations

in the rules for incentive stock obtions.

J K L. Thompbaon
Counsellor, Science and Technology.

Ath June 1981




NATIONAL VENTURE CAPITAL ASSOCIATION
1225 19th Street, N 'W., Suite 750

Washington, D.C. 20036

(202) 659-5756

STATEMENT OF
MORTON COLLINS

Genaral Partner
DEV ASSOCIATES

and

Executive Vice President
HATIOHAL VENTURE CAPITAL ASSOCIATION

baforse the

UNITED STATES HOUSE OF REPRESENTATIVES
COMMITTEE ON WAYS AND MEANS

Thursday, April 2, 1981




SUMMARY OF TESTIMONY

MORTON COLLINS
NATIONAL VENTURE CAPITAL ASSOCIATION

MAchievement of President Reagan's goals for the economy
requires that investment be stimulated and that consump-
tive spending be moderated.

Reduction of capital gains tax rates in 1978 has dramat-
ically stimulated venture capital formation and invest-—
ment in small business. Data presented covering 1979 and
1980 indicate nearly a ten-fold increase in activity.
Preliminary estimates indicate a substantial revenue gain
by the Treasury for 1979 and 1980 as a result of increased

capital turnover activity.

Further reduction of capital gains tax rates or elimination
of taxation of capital gains is recommended. DRI econo-
metric model simulations indicate dramatically positive

benefits for the economy from such action,

The creation of incentive stock options such as those
described in the Packwood-Bentsen bill (5.639%9) is recommended.
Such opticns will assist small business in attracting

qualified management personnel nesded for growth.
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STATEMENT OF
MORTON COLLINS
GENERAL PARTNER, DSV ASSOCIATES
PRESIDENT ELECT OF THE MATIONAL VENTURE CAPITAL ASSOCIATION
EEFORE THE
COMMITTEE ON WAYS AMND MEANS
April 2, 1981

Mr. Chairman and Members of this Distinguished Committes:

My name is Morton Collins and I am a General Partner of
DSV Associates, which is a $25 million Limited Partnership
formed in 1974 for the purpose of venture capital investing.

Prior te¢ the formation of DSV Associates, I was Chief Executive

Officer of Data Science Ventures, Incorporated, & privately

held corperation formed in 1968 for the purpose of venture
capital investing. Since 1975, I have been a Director of the
National Venture Capital Association, a trade association
representing most of the organized venture capital firms in the
country. I am currently Executive Vice President of thae NVCA

and will become its President later this month.

Prior to initiating my career in venture capital, I was the
founder and Chief Executive Officer of a computer services
company and before that I was a faculty member in the Schoeol

of Engineering at Princeton University.




Committee on Ways and Means
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April 2, 1981

I am pleased to have been invited to testify here today and

I thank the Committee for this opportunity to further explore
sclutions to the economic problems of the country. Today, I
speak on behalf of my own organization, DSV Associates, which
when combined with its predecessor has made a total of 51
investments in young high technology companies since 1968.

Our sole objective is to provide equity funding and sophisti-
cated management and technical assistance primarily to new,
high risk, growth oriented companies. In addition, I speak on
behalf of the National Venture Capital Association. The NVCA's
membership consists of over 100 firms throughout the country
which in the aggregate have approximately $4.5 billion invested
in small businesses. That $4.5 billion is especially eritical
as it constitutes the seed capital for the technology industry

of this country.

My organization is representative of the venture capital
industry as a whole in what it does. While the principal
focus tends to be on high technology, often more mundane areas

of business are financed by the venture industry. An example

of such a company is Pederal Express. Federal Express,

financed by the venture capital industry has beat the United
Parcel Service and the U.S. Postal Service at their own game

by providing a service the marketplace needed.
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I am appearing here today to urge you %o include in the tax
reduction package two specific tax law changes:

& Elimination or furthar reduction of
capital gains taxes; and

MAuthorization of an Incentive Stock
Option Plan.

We are fully supportive of President Reagan's goals including:

® Gradually reducing growth of the
federal money supply;

Reducing growth of federal expendi-
tures in relation to Gross Hational
Product;

Enactment of tax incentives to en-
courage investment, and;

Adoption of pfuﬁnsals to induce
greater savings by individuals.

Achievement of these goals regquires stimulation of demand for
investments and moderation of consumptive spending. We
guestion whether the tax package pending before Congress will

sufficiently stimulate saving and investment and it is for

this reason that we believe capital gains tax reductions and

stock option provisions should be included in the tax package.

I. Elimination or Reduction of Capital Gains Taxes

The most compelling reason to further reduce or eliminate
capital gains taxes is the need for equity capital by
small business. The combination of run away inflation and

record high interest rates has worked inexorably to weaken
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small companias. The need for new equity is immediate if
these companies are to survive and grow. The current
"weakness" of small companies can best be expressed
through their debt to egquity ratios. Por the pericd
1961-1970, debt to egquity ratios of small firms averaged
0.93 : 1; for the 1971-1975 period, the ratio increased

te 2.12 : 1; and such ratios are now estimated by many

to average as much as 4 : 1 and higher., This kind of
balanca sheat condition is often fatal particularly during

periods of aconomic downturn.

Small businesses, when provided with adequate risk capital,

can achieve temarkable things which include:;

* The creation of johs - Secretary Regan
says that 85% of all net new jobs are
created by small business;

Increased rasearch and development
expenditures vital to innovation and

productivity;

Stimulation of exports important for
balance of trade and stability of the
dollar,; and;

Increased competition and economic
diversity assuring a dynamic economy

which is desired by the Congress and
by the people.

Detailed survey analysis presented to this Committee by

Dr. Zschau three years ago indicates that within five

years, each $1.00 invested in small company eguity produces
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each year:
* 50.70 in exports;
® 50.33 in R&D expenditures;
# 50.30 in taxes paid to the Federal Government;

s 350.05 taxes paid to State and Local Governments.

This adds up to a total of $1.38 in benafits for all for
each equity dollar invested, each and every vear. On a
present value basis, 50.30 a year forever is worth §$3.28.
Thus, when govermment decides to tax an equity dollar at
§0.70, S50.50 or $£0.20, it is deciding to accept these
proceeds now instead of something worth 5$3.28 now. This
does not even take into account the additional benefits
in the area of exports, R&D spending, job creation and

State and local taxes.

The 1978 Capital Gains Tax Reduction has had dramatic
effects. There has been a massive capital infusion into
vanture capital firms who in turn have invested this
capital into small businesses. In addition, more seasoned
concerns have been able to raise capital in the public
market which has been stimulated by the reduction. The

data are as followa:
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Venture Capital firms raised:

8 years - 1970-1977 5466 million
3 years - 1978-1980 $1.78%9 billion

Venture Capital firms invested:

8 years - 1970-1977 52.935 hillion
3 years = 1978-1980 £2.550 billion

Companles with less than 55 million net
worth raised:

8 years - 1970-1977 $2.202 billion

3 years - 1978-1980 51.092 billion
($820 million in
1980 alone)

Gtated another way:

Venture Capital firms raised annunally an
average of:

1970-1977 $58.25 million

1978-1980 £596 million, an average
annual increase of 923%
over previous 8 years.

Venture Capital investments averaged
annually:

1370-=1977 $369 million

1978-1980 5850 million, an average
annual increase of 1323
over previous 8 years.

(Estimated Fundings and Disbursements table
attached.)

In addition to the benefits for the small companies, the

government has made money as well. In 1978, the Joint Tax

Committee estimated that the capital gains tax reduction

would cause a revenue loss to the Treasury of 52.6 billion

for 1979.

Treasury now estimates that there was a
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$1.1 billion revenue gain in 1979 (14% more than collected

in 1977 and 1978) and a 5900 million gain in 19B80.

Recent testimony to the House Budget Committee by

Sam I. Nakagama, Chief Econcmist of Kidder, Peabody and
Company suggested the elimination of taxes on capital
investments made subseguent to March of 1981. This
proposal would have the potential to immediately "unlock®
the estimated %5350 billion in outstanding capital invest-
ments which could generate revenue to the Treasury of
approximately $42 billion at currently effective tax
rates. Future benefits of such a scenerio as determined
by the DRI econometric model ineclude:

* GNP would grow at a faster rate to 54.8
trillion by 1985 compared to reaching
$4.4 trillion in 1985 under current

policy;

Business Fixed Investment (in constant

1972 dellars) would grow to $197 billion in
1985 compared to %177 billion under
current policy;

By 1985, 1.6 million more jobs would be
created than forecast under current
policy, vielding an unemployment rate
then of 6.5% compared to 7.7%.

The federal budget deficit would be
reduced in the first year by 521.5
billion, and by 1985 we would have an
£89.3 billion surplus compared to a
surplus of $16 billion under current

policy.
(Zero capital gains model tables attached.)
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Incentive Stock Options

The Incentive Stock Option is important in enabling
small companies to attract key management perscnnel.
Most often such personnel are critically needed when
the companies are in very early stages of development
and are extremely cash poor. Small companies just
cannot compete with the salaries and other benefits

offered by large companies.

Incentive Stock Options reward employees in direct
correlation to their performance. This has the benefit
of specifically motivating improvement in productivity

and efficisncy.

"Hon-gualified" options, granted under the current law,
while better than nothing, are largely useless for
inducing innovation and risk taking. The employee is
forced to pay tax at ordinary rates on a "phantom"™ profit
at the time of exercise of his option. He must provide

the capital in "real" dollars to pay such taxes. While

it is possible to construct plans by which company

loans and grants are made available to enable the

employeea to pay taxes, they do not work in companies that
have not yet reached profitability or are cash poor. 1In

addition, such plans are in general too complex to be
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communicated effectively to employees. Thus, the plan
is poorly understood and much of the potential for
increasing productivity is lost. This problem can ba
cured by a bill similar to the Jones-Frenzel bill of
last year (not introduced yet in the 97th Congress) or

the Packwoocd-Bentsen Bill S5.639 introduced recently.

The Incentive Gtock Option proposal is another plan
which benefits both business and government. Treasury
revenues are increased because corporations lose the

current front-end deductlons achieved with the non-

gqualified option law. Various groups have analyzed the

-

affect of the Incentive Stock Option proposal on
Treasury revenue. The results of these estimates show
gains in the second to third vear, with the magnitude
of the increase reaching 530-560 million annually by
1985.

In conclusion, I urge you to include in the tax bill provisions
to reduce or eliminate capital gains taxes and provisions for
an Incentive Stock Option Plan. These proposals benefit both
business and government. The DRI econometric model projects
dramatic effects on the economy by eliminating capital gains
taxes entirely. The NVCA certainly supports this idea. It is

clear from the results of the past two years that any reduction
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in capital gains taxes would have a bensficial impact and a

revenue gain for the Treasury. The Incentive Stock Option

Plan also provides a revenue gain although it is more modest.
Each of these proposals specifically targets the supply side
and dampens the demand side with everyvone winning--small
business, the employees of small business, the investing

public and the Federal government.

I thank you for your attention and would welcome your questions.




VENTURE CAPITAL INDUSTRY

ESTIMATED
FUNDINGS AND DISBURSEMENTS
(Millions of Dollars)

Hew Public Underwritings
Private Capital Estimated of Companies with a
Committed to Disbursemants Net Worth of $5 Million
Ventura Capital to Portfolio of Less
Tear Firms . Companies Humber Amount

1980 (Est) $900 $1,000 {135) ¥ B20
1973 319 1,000 { 46) 183
1978 370 550 [ 21) B3
1977 39 400 { 13) 43
1976 50 300 { 29)
1975 10 230 { 4)
1974 57 350 : -9)
1973 56 450 { 69)
1972 62 425 (409)
1971 85 410 (248)
1970 97 350 (198)

1969 450 (698)

Total Capital Committed to the Organized Venture Capital Industry
Estimate at December 31, 1980

Independent Private Venture Capital Firms 51.8B billion
Small Business Investment Companies 1.4 billion
Corporate Bubsidiaries

(Financial and Non=-Financial) i 1.3 billion

Total #4.5 billion

This pool remained static from 1969 through 1577 at some $2.5-to-$3.0
billion (with new fundings more or less equal to withdrawals).

SOURCE: VENTURE CAPITAL JOURNAL




ECONOMETRIC ANALYSIS using DRI model
Prepared by Sam 1. Nakagama, Kidder-Peabody and Co., Inc.
February 26, 1981

Zero Capltal-Galns Tax Proposal
With Non-Accommodaling Monetary Policy

lﬂtl‘ﬁrurmlultunr.luumhgﬁnn:thm (2] Projections Assuming Zers Caplial-Galns Froposal®
L I THY [ 1] #ET 3 (EL1) 1904 ms

Gross Matlonal Product 29102 31,2527 3611 39061 1.418.1 15537 33Md0 3RO 42713 40002
Y% changr 07 1.7 1.1 10.4 10.8 126 14.0 129 122 116

GNF in 72 Dollars 14054 1,955 15473 15866 1,627 1,511.1 15600 16022 156498 17014
Y change o2 20 21 15 19 20 1.1 .7 an )

GHP Dellator (1972 = 1.00) 1.959
Lo :ll;ngl_' 1.4

Busingss Fixed Investment, 72 Dollars 151.0
1% chango =10
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Unemployment Rate 7.8
M2 17791
vachange 63

Monboriowed Reserves 40.05
Y chango =39

Three-Manth Treasury Bill Rate 1319 1375 9.5 5.41 1315 1.5 1251 0.4 1n.m
Tweniy-Year Governmenl Aond Rate 1279 1206 1074 10.65 1.7 12.2% 1.n 11.81 1w
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Table 1
Zero Capltal-Galns Tax Proposal

With Accommodaling Monelary Policy

Raseline Projectonts Assuming Mo Tax Char,
_fm_dl [} 1981 wﬁ

Gross Mational Product 2910.2 32521 36118 39861 4,418.)
Y change 10.7 17 1.1 10.4 e

GHNFin 71 Dollars 14854 15155 15473 15866 16327
%4 change 0.2 0 i 15 19

GHF Dellator {1972 = 1.000 1.959 1145 234 2512 2.706
% change [ ] 9.5 [E] Th 27

Business Fixed Investment, 72 Dollars 1530 158.3 161.3 1692 176.7
% change =50 15 : 1 4.4

S r————— T

a=n

Personal Consumption Expenditures, 71 Dollars 952.2 ; ; 10045
L change .0y ] : 10

Total Employment, in millions 100.4 104,
Ly change : 23 ] ; 15

Unemployment Rate 78 7.5 ; 77 ; : ; 43

mi2 17791 18973 ; 2,310.1 21294 138G
% change 69 6.6 b 6.3 J a1 75

Monbormowed Reserves 40,05 4168 47.14 48,11 : 48,51 S0.E0
Y change =29 4.1 7.3 13 1.8 9.2 47

Three-Month Treasury Bill Rate 1319 13.75 9.5 9.43 9.08 .69
Twenty-Year Governmeni Bond Rare 12.9 1206 1.71 T4 10.65 : 11.56 11.65

S&F Stock Price Index (1941-43 = 107 13136 127 45 134.47 14782 T61.54 177,78 193,85
Yy chanpe 104 =218 5.5 .9 9.3 i 59 2.1

Federal Budget Position, NIA Basis —54.5 -351 - 200 —13.2 16.0 509 1226

Personal Taxzes 299.1 333.0 3818 4266 4755 : 451.0 5328
%4 change 15.9 12.3 126 11.7 1.5 I 119 15.4

* Assumes capital gains t1ax reduced to zero on new Investments amd sccommudating monelary poficy,







