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You wrote to John Wiggins on U4 December with an idea
for a tax relief arising out of the Prime Minister's
recent discussions with Signor Forlani. The purpose
of the relief was to induce unquoted companies to borrow
through the market rather than through the banks.
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This has a bearing on two areas which the Chancellor has
already asked officialS Lo Teview. The first is ways

of encouraging companies to switch from bank borrowing
to debentures. The second is fiscal inducement for
outsiders to invest in unquoted companies.

B

In the first, we are not discriminating between quoted

and unquoted companies. But in practice anything which

emerges is likely to affect mainly quoted companies.

This is because there is little by way of market mechanism

whereby unquoted companies can borrow from individuals.

or the same reason, it is doubtful whether exempting

the individual lender from tax on the first part of any
interest would have much practical effect. (Entrepreneurs

do of course lend to their own companies, often to avoid

their gompanies having to pay high interest rates to the

banks.

The second - the possibility of encouraging investment

by individuals in the equity of unquoted companies - is

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

/While we do not




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