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POLICY RECOMMENDATIONS OF THE

SHALLER BUSINESSES POLICY GROUP




Why we need & policy for smaller businesses

1.1 The Conservative Party must have and be seen to have
constzuctive policies to encourage.those whe run small firms.
Their votes are naturally ours but thay are stiil disillusioned.
The number of small firms in the UK is falliing fast.

1.2 Small firms employ about % of the private sector and
about & of all employees if 'unquot®d’ companiZs are included.
They increase choice for congifier and industrial buyers. They have
a higher return on assets than large companias. They account for
about 25% of output of private sector. They are potentielly a
major growth sector of the economy.

i.3 The Party therefore should create & c¢limate in which
small firms cen start up and grow., We want to ensurs their place
in the economy and to assist it by & new legal status approprlate
to them which we call 'The Praprietory Company'. Our proposals are
bullt around these themes. .

Qur Pollcy Recommendations

Gompany Law

2.1 A great deal of legislation appropriste to larger companies
is quite inappropriate to the small eg the village grocer trading

a3 4 limited company or the one product company where disclosure
providons can put British firms at an econemlc disadvantage with
overseas competitors (Appendiz 1 contains one expmple).

2.2 We recommend that the Policy Group covering Company Law
seek ways of exempting small businesses wherever possgible from
unnecessary and hatwful Tegal requirements. To facilitvete protecting
small firms frem such inappropriate leglslation we rscommend tha
concept of the Proprietory Company (deslgned by Mx John Cope and
described in detafg‘{ﬁ 3ppen%¥x 5} which is an adapted verslion of
the old exempt private limited company with provisions vhich prevent
largé concerns from hidimg under its umbrella. <Companies which

are eligible to become Proprietory Compamies could be automatically
exciuded from legislation that is irrelevant or damaging to them.

Plenning

3.1 We are very concernad that the traditlenal Eirst rung

on the ladder to starting up a business - the back garden or

garage - iz now generally prohibited by the all-pervasive natura

of plarming contrel. This affacts rural as well a5 Lown industries.
i d thar tho Party finde waye of relexing plenning control
mitial start up to be allowed almost auywhere {(with
rds concerning nodso and nulsance for nelghbours
wloyed). wWe Tacomzond Lurther rescarch into
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Industrial Allotments. We would kike further research done into
£HE Po¥sIbi 3] e provigion of premises with shared facilities
available to firms until blg enough for an industrial estate site,
We see this as the first step aftar the converted garage.

- We recommend that any planning epplication for consent te establish

or expand a business employing 1% persems or less must be processed
by the Planning suthority within eight weeks or permission granted
by default. .

Rates and Local Governmment

4.1 We are concerned by growth of comrercial activities being
undertaken by local government.

4,2 We recommend that a iarger proportion of direct labour
activities be subject to competitive tender and concealed subgidi-
sation be prevented.

4.3 He_endorse the views pﬁt forward by the Local Government
Policy Study Group that payments of rates by justallmenta should
be encouraged and that discrimination against mixed hereditaments

showld be eased. =
o He are opposed to local Income tax, in additiom to rates.

Government Overheads

5.1 We are appalied at the extent of Government interference
in the affeirs of small businesses. The enterprise end initiative
of wsnagers and owners is being suffocated. The bureaucratic
carpet of Socialism must be relled back.

5.2 ¥We recommend that the next Comservative Government should

a) direct all Government departments to cut by half the
nunber and length of all forms, :

b) that all forms should state clearly on the front page in
same place whether they are compulsory or not, and tan whom they
apply,

c)  whenever possible 'de minimus' provisions to be inserted
in all legislation to exempt small firms (or Proprietory Companies),
d) before new forms are issued organisations representing

small {irmms should be consulted.

Value Added Tax

5.1 We rooommend a return te 2 singie rate of VAL; we do not
raise sbjections if this has to be higher since wa helieve spending
not earnings should be taxed. e B

CoptTmied . . . /R
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6.2 Ma recomrend lifting the minimum level for compilsory
VAT reglstration to take account of inflation.

Finance and Texation

7.1 Start-up Capital: Inftial capital has t¢ come from the
savings/wealth of the enterpriser. We need & tax climate in sthich
_individuals can save. Therefore, we suffport the T4X POITCy Group
proposal THAT Tax on middle to higher levels of macagerial salaries
be cut.

7.2 Expansion Capltal: Finance for expansion can only come
frem retalned earnings, overdrafts, loans, and additienal equity
capital. .

7.3 Retained Earmings: These are the main source for long .
term expansion in the UK but they have become insufficient to cowvexr
replacement of existing capital let alone finance expansion. The
squaeze on retained eamings 1s most destructive of small companies
which unlike large firms canmot ralse new money on the Stock Exchenge. -

7.4 Overdrafts and loams: For expansion are normally only
available in proportion to the proprietors' stake which has not
grown fast emough. Money borrowed on overdraft is thecretically
‘o call' end this ishibits tying such money up in investment.
Bank loams with an interest rate of 15% and loang at 16% - 17%
are too high to allow adequate margin for lnvestment (such figures
are far above the yield on assets In most of British Industry).

7.5 Additional Eguit¥ Capital is mainly provided by propristors
and most small firms find 'outside' stockholders an umacceptable
dilution of independence. :

7.6 There is slwply a gsp in the capital markets for the supply
of long dated capital to small firms. Only two institutions are
preparéd o tend less than & minimum of £50,000 for a tewm in

excess of five - seven years (ICFC and m both of which have
severe drawbacks (see Appendix 2).

T.7 As can be seen from our analysis small firms depend
overwhelmingly for expansicn finance on retained earnings. Out
recommendations thoerefore are eimed at incTeasing YASEETrinds.

We recommend small firms be exempted fyom price and profit

s, PRGN S == —
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end corporation tax be substentially eased by:

cfinition of small firmg tor purposes of

of Coxporation Tax to £100,000 pre-tax profits,

rate of smalier companfes’ Coxpora

[ the raie applying to lerge firms.
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7.10 We recommend that small firms (or Proprietory Companies),

the self-employed and paxtnerships should ha allowed to accumilate
ds for five years in a ecial jon T

t b to undertake an investment/expansion in the business.

7-11 We recommend that 'Close Companies' with a future need

for investment should alsc have relief from forced distribution of
profit provided the funds are used within five years.

=
Continuance
7.12 Small firms are now faced with the prospect of break-up
on transfer to the next generation,
7.13 We welcome the policy comnitment "to draw the testh of
Capital Transfer Tax'.
7.14 He would welcome the Tax Policy Group proposal that where

a liability to Capital Galns Tax and Capital Transfer Tax arises

on a transaction, nnl; one of these taxes be payahla.

7:15 He rucnmmend that the right to pass LE 000 free of CIT

per year be cummlativg, to benefit small firms which in the early
years have no ire ds Lo pass on.

Retirement Annuities

8.1 We recommend that the self-employed should be allowed to
contribute higher amounts towards a retlirement pension and that

suns which would have been allowable if contributed in earlier years
should be able to be accumulated for payment in the latter years of
working life or when the business is sold.

Government Purchases, lonovation and Exporis

9.1 We recommend that research be put in hand as to ways in

which aw'.m—tggchases might come from
gmall firms. We recommend that the cost ol Caking cut a patent be
reviewed that Government sgencies concerned with research a
innovation be examined to see how effective they are. We recommend
a general review of exports to see that small firms be provided

with every encouragement and aid in their export effort.

Costing our Proposal

10.1 In our view the cost of all policy recoumendations need
to ba divided between a) those which will add to consumption, and
b) those to increase Investment in productive agsets.

Our proposals have been so costed and show tha following net costs:

a) Consumpcion = Nii
I} Productive assets - £50m

102 In our costing no credit has boen tokon (nor charge accepted)
in respect of policy recommendations already known to be covered by
the recommendations of other pollcy groups.
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APPENDIX 1

The Effect of Disclosure Provisions on a Small Ome Product Commpany

Take the case of & small compeny meking only fork-1ift trucks.

Under the present disclosure provlisions 1t would be possible for a
larger milti-product competitor to worlk out the smaller company's
profit margins on its fork-lift trucks in & specific market. (The

smaller company could net carry out thls celeulation for the larger
ulti-product company).

The larger compamy could then under-cut at a point just under the
smaller company's viable profit margin so driving the smaller
company out of that market.




APPENDIX 2

Credit Gap for Small Firus

1. The Committee on Finance and Industry 1931 highlighted

the lack of provision in the capival markets for credit supply to
small and medium sized firms = the so-called Macmillan Gap. This
gap has, in part, re-sppeared since effectively only two institutloms
are prepared to lend less than s minimm of £50,000 for a term in
excess of five - geven years.

2. ICFC

COne institutlon concerned, ICFC, had inm 1975 under 1,50C custcmers
borrowing sums below £50,000; its interest rate for medium size
companies for a leoan for 10 years plus (June 1976) was 16% and for
smaller fimms 17%. Its highpowerad approach might appear daunting
to the average small company and it expects either a share in the
equity or asset backing to its loan which must depend in the casa of
the swall firm on the amount of previous profit retentions.

3. LOSIRA

The orher institutien, COSIRA (Council for Small Industries in
Rural Areas), Ls limited by its constitution to towns with a popula-
tlon of 10,000 or less. It adopts a much more 'folksy' approach,
lends up to £30,000 on mortgage for up to 20 years and dovetails the
provision of funds with financiel ané technical services.

b4, The availability of Expansicn Finance s therefore limited
by the size of the propristor’s stake which is overwhelmingly
represented by the *plough back' of retained profits.



APPENDIX 3 .
The Preprictory Company

1. This note discussed & new form of incorporaticn for the
smaller buginess between a limited company and & parthership.

2. Object: The object is to provide an orgenisational
gtxucture suitable for a small business which, would ba a different
legal entity from Limited Companies. Proprietory companies could
then be left out of legislation designed for large public limited
companies (such as recent and proposed legislation for emplayee and
investors protecticn) which is complicated, umnecessary and demaging
for the smaller company. The tax regime for Proprietory companies
weuld be designed to cater for thelr needs instead of being a
cowpromise special arrangement in a basically hostile regime. It
would be possible to achieve this through modifications to partner= .
ship law, but many parinerships are of very large sizes with
hundreds of thousands of employees and their freedom to zoentinue
should remain.

3. Essential Festures: The essence of the proposal is that

it should be a vehicle for the perscn or people who want to run their
own independent business - to be the proprietors of the business.

1t follows from thils that the proprletor ox proprietors should be
both owners of the equity and directors of the business.

But it is important that & venture capital organisation or a rich
aunt should be able to rxisk momey in the business and share the up=
side potemtial by perticlpation in equlty growth.

It is else important that the proprietors should be able to allow
all or some employees to share in the equity growth they help to
create.

Limited liability should be preserved as otherwise the more risky
type cf business will want to remain a limited company, but some are
exactly the kind of enterprise which needs help end encouragement.

Simplicity must be the keynote of the formalities invelved. The
incorperation documents and annusl peturns should be designed
primarily to enable the business and its proprietors te be traced.
The decuments need, however, to include a reglster of charges, and
charges should not be valid until on the public register.

4. Features Lo be Considered

a) Main Dafinition: The most crucisl decision is on
the limits to the defimibion. IE€ too large compenies become
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proprietory companies or vice verse it will mesn that either the
vehicle 1s likely to be a tax or regulation dodge or else that the
tax and regulatery advantages are wittled down to be worthless. Any
limit based on a cash figure of turmover or profit will mean that
FProprietory Companies who have a goed year's trading suddenly become
ineligible (although averaging over several years night mitigate
this). A limit on proprietors' capital might tend in due courss ta
mnake them under capitalised, but 1g perhaps the best. The dafipition
must include resarvas {(the possibility of a propristory company mear
the limit being forced above the line es a result of an unexpectedly
good year would be avoided, if wished, by distribucion - with tax
consequences)., Views will differ on the maximum size but for
discussien say £250,000.

b) Further Restrictions: In order further to preserve
the essential character of the gystem, any individual might culy be
allowed to be a proprietor in one proprietory company, and the
maximun number of proprietors might be limited to, say, ten. Wo
proprietoty company should be eble to cwn shares In a limited company
or partnership, nor have an interest in another proprietory cowpany.
Only individuals could be proprietors.

©) Participatien: It 1s important that the system is
flexible emcugh to allow outgide providers of capital and employees
to participate in the growth of the company's equity if desired.
One way 1s to keep the proprietors' capital separate frem that of
the other equity participators. So when the profit at the end of a
year was split a proporticn might go into the proprietors capital
accouat, a proportien te the account of a venture capital institutlen
and the rest te the employees capltal account, divided in accordance
with whatever formula was agreed. Capital profits might be divided
on a different formuila from revenmue prefits. Participators would
have votes only when their rights were affected.

d) Menagement: It Ls inherent in the above arrangement
that the managemant should emain fimly with the proprietors - for
good or 111. Thus if in time the proprietory shares passed into the
hands of idle, usel€ss or sleeping proprietors the others imvolved
would have to make their judgement of the gituation and withdrawm
thelr capital, 1f necessary at the expense of breaking up the
business. However, at every stage short of liquidation the propri-
etora would remain the directors and would appoint and supervise the
management. In a liquidation the xights of the participators would
rank before those of the prepristors and alongside the general
crediteors.

e} Tax: The best arrangement from the business polnt
of view would be if tax was only paysble {&s income tax or capital
gaing tax as appropriake) on cash taken out of the business. Thisg
would give the company maximum incentive to retain profits. It
would mean that up ko the Llimit of proprietors' capital tha
proprietory company could bz a Ycesh box". Buc if diseviburions were
a5 a result bunched into one year then the progressive namive of tha
income tax would penalize the pavments. If the propriector died or
gave away his share avy capital tax payable might be pald Ly the
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company and debited to his capital eccount, provided the other
proprietors and the participators epproved (which 1f it kept the

business geing they usually would). The game could apply te wealth
tax. ' .

f} Accounts and Disclosure: Consideration needs ko be
given to whether any compulsory disclosure is required to the public,
employees ot creditors. The simplest position would be no compulsory
digclosura except where there were participators. Participators,
vhether employees or outsiders, would need a right to receive audited
accounts. It might in addition be thought mecessary to make all
proprietory companies submit basic audited eccounts with thelr spmual
return to police the restriction on proprietors' capital, Such
accounts need not, however, be detailed except as regards profit and
losy appropriation and movements of capital.

g} Effect on Government: Depending om the tax
arvongements and the degree that existing limited companies changed
to proprietory forms, there could be a loss of corporation tax and
inceme tax to the Revenue. However, from the resources point of view
ali the reverme lost would go, by definition, into capital formula-
tion. There would be a saving of manpower and money at the Companies
Registration Cffice, particularly as the naw system could be designed
from the start of mechanisation.

3. The Poink

The pascing of the Joint Stock Companies Act of 1844 and the Limited
Liability Act of 1856 provided convenient machinery for the tremendous
growth of railways and other industry which was in progress. Between
them these twe Acts, the basis of modern Company Law, enabled

capital to be available for risk and lrnwestment to back the English
mechanical genius and natural rescurces and provide the foundation
of Victorlan prosperity. But today for the smallex company all is
coemplication, restriction and taxatiom. The British are best at
working in small groups, yet today the whole emphasis of Government
(as well as technology) is to force people Into even larger groups,
and to frustrate the man who would use his own drive and skill and
be master of his own destiny. The proposal for a proprictory
company is intended to cut through the cemplications and provide a
new vehicle for the development of individual initiative, The hope
behind it is the revivel of the smaller industrial and economic umit,
as & contribution to the vigour of the econemy and the preservation
of freedom.



