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Objectives
By the end of this topic, you should be able to:

1. Define the terms enterprise, entrepreneurs and entrepreneurship.

2. Explain how entrepreneurship can take a number of forms.

3. Explain the role and importance of entrepreneurs in establishing a new business.

4. State at least 10 characteristics that entrepreneurs are likely to possess. 
Key Terms

Enterprise concerns invention, creation and innovation.  If a person has ‘enterprise’, or is described as ‘enterprising’, they are likely to be inventive, creative and / or innovative.  

An enterprise is a project or undertaking that involves difficulty or risk, and so requires effort or courage.

An entrepreneur is a person who has an idea for a business, develops the idea, and organises the necessary resources to see the idea through.  Entrepreneurs create and build business enterprises.

Entrepreneurship essentially concerns the creation and development of new business enterprises.  It involves idea generation, organisation and risk taking.

Forms of Entrepreneurship

Entrepreneurship may take many forms.  It may concern building a business around:

· a gap identified in an already established market for a particular product / service.

· a totally new product / service.

· a new process.  

It ranges from:

· small solo projects / undertakings involving only the entrepreneur himself / herself, maybe even working only part-time; to
· large scale projects / undertakings - involving a significant number of people and substantial investment in other resources.

Some people would argue that entrepreneurship does not just concern new businesses, but revitalising existing businesses.  It should be noted, however, that the AQA AS GCE specification places emphasis on the role, importance and characteristics of an entrepreneur in establishing a new business rather than revitalising an existing one.

The Role and Importance of Entrepreneurs in Establishing a New Business
Entrepreneurs identify and develop new product / service opportunities and organise the resources required (eg land, labour and capital) to establish new businesses to provide these products / services.  Setting up new businesses involves risk (discussed later below).  Consequently, entrepreneurs are frequently described as innovators and risk takers.     

Entrepreneurs play an important role within the economy.  By setting up new businesses and introducing new products and services to the market place, they provide greater choice to consumers, as well as create jobs and, in so doing, generate wealth.  Entrepreneurs, therefore, help an economy to grow and prosper.  The importance of entrepreneurs to the economy is emphasised in the following extract from an article written by Brian Tracy on ‘The Role of an Entrepreneur’:    

“…it is the entrepreneurs and their activities that are the critical determinant of the level of success, prosperity, growth and opportunity in any economy…. Entrepreneurs are a national treasure, and should be protected, nourished, encouraged and rewarded as much as possible”.  
http://orrinwoodward.blogharbor.com/blog/_archives/2008/2/9/3513841.html  
Characteristics of Entrepreneurs

Entrepreneurs are likely to be: 

· Innovative, imaginative, creative – in order to come up with an idea for a business / new products / services.

· Passionate (about their business idea) – This is important in providing the internal motivation / drive and commitment to turn their idea into a successful business.  It will also be important in convincing others to lend money or invest in the idea, if external finance is required.
· Willing to take responsibility – Entrepreneurs are responsible for organising the resources (eg people, finance, equipment, stock, etc) to see the idea through.

· Willing to take risks and tolerant of uncertainty – Entrepreneurs often invest their own personal funds in an idea for which there is no guarantee of success. 
· Hard working, determined, persistent and energetic – A great deal of time, effort and commitment is generally required to set up and establish a business on a sound footing.

· Self-confident – This is important in inspiring confidence in and motivating others, including employees, lenders / investors, suppliers.

· Decisive – Numerous timely decisions are required at the start-up stage and on-going, for example, over what prices to charge, where to locate, what promotion to use and when, and how to respond to any problems and challenges, etc.
· Optimistic – Setting up a business can be tough and not always go according to plan.  An optimistic nature will help to ensure an entrepreneur does not give up on the idea at the first hurdle they face. 
· Flexible – External, uncontrollable and, often, unforeseeable factors such as the arrival of a  competitor, changes in taxation and interest rates can affect the potential success of an idea and plans for its achievement.  Entrepreneurs need to be willing and able to adapt their original idea / plans, and make timely and appropriate responses to any changes.  
The above characteristics are especially important during the early stages of start-up.  
Furthermore, entrepreneurs are likely to have: 

· a strong desire to achieve / a goal orientation.

· a strong desire to control their own destiny and make all the key business decisions ie to be independent / self-sufficient and autonomous. 

The most successful entrepreneurs will also demonstrate leadership and managerial skills and, for example, be good at planning, organising and controlling people, cash, and other resources.  
These skills are particularly important in the growth stages of the business.  

Closing Comments
Many of us are not entrepreneurs and others are inadequate entrepreneurs.  The table below briefly compares and contrasts three types of people: the ‘non-entrepreneur’, the ‘poor or inadequate entrepreneur’ and ‘the successful entrepreneur’: 

	Non-entrepreneur
	Inadequate Entrepreneur
	Successful Entrepreneur

	· Tends to be cautious.

· Never wants to take risks. 

· Accepts things as they are.

· Likes to be certain of next month’s pay cheque.
	· Rushes into something new.

· Ignores the risks.

· Seems to assume that their own charisma or skill will get them through.

· Trusts that things will go as planned.

· Assumes that cash will flow in quickly and, therefore, spends freely.  
	· Takes calculated risks.

· Weighs up risks and rewards.

· Launches new products in response to changing needs / demand.

· Accepts that the early stages of a business are difficult and seeks to control spending.

· Is capable of instilling vision and managing for the long haul. 


What type of entrepreneur do you think you would be?


Objectives
By the end of this topic, you should be able to:

1. Define the terms risk and reward.

2. Describe the main risks associated with establishing a new business.

3. Describe at least 4 ways in which an entrepreneur might seek to minimise this risk.

4. Explain the importance of profit as a reward for establishing a new business.

5. State at least 2 non-financial rewards that might be gained from establishing a new business. 
Key Terms

Risk is the possibility of an event or condition occurring that will have a negative or harmful impact (eg cause damage, injury or loss) on something perceived to be of value.  

Risk taking is a key feature of entrepreneurship and economists define entrepreneurs as risk takers.  You should note, however, that successful entrepreneurs are most likely to be the ones that take ‘calculated’ risks where there is a strong possibility of success.    

Reward is the expected return which is either financial, or other, based on the risk taken.

Profit is the reward for risk; the excess of sales revenue over costs.

Risk

Business Failure – Financial Loss and Emotional Suffering

The main risk associated with entrepreneurship and starting a new business is the possibility of business failure which could, ultimately, lead to financial loss and emotional suffering.  A significant amount of money may be required to purchase the resources eg the initial premises, plant, machinery, materials etc to start the business, a large proportion of which may come from the entrepreneur’s own personal funds.  If the business fails, the entrepreneur (and / or business investors) will have to bear the financial costs of failure and pay off any debts incurred.  The entrepreneur may also suffer emotionally eg from low self-esteem as a result of failure to establish his / her idea in the market place.

Negative Effect on Social and Family Life and Relationships

Even if the business does not fail, setting up and running a business requires a great deal of hard work which can put a strain on social and family life and relationships, and cause emotional stress.  This is a less obvious risk but one which ought to be considered before an entrepreneur becomes committed to starting a business.  If an entrepreneur does not have the support of their partner / family to begin with, then this could create conflict later and could, ultimately, be a factor leading to business failure. 

Minimising Risk

There are many ways in which the risk of failure and personal losses in the event of failure can be reduced.  For example:

· undertaking initial (and ongoing) market research (discussed later in this unit).  This is more likely to detect problems / weaknesses with particular decisions / strategies, as well as potential threats (eg new competition, changes in the economy affecting the level of customer demand) and, where possible, enable timely response to such threats.    

· drawing up a detailed business plan (discussed later in this unit) – the actual process of creating a business plan should ensure the business idea is properly thought through, and help to ensure that the right resources are in the right place, at the right time to meet customer expectations.  The completed plan should also provide a means of monitoring performance and activities, enabling timely and appropriate action to be taken as required.  

· keeping investment in fixed assets to a minimum, for example, by renting and leasing as opposed to purchasing land and buildings or vehicles and equipment outright. 

· setting up the business as a limited company.  This protects the personal assets of the owner(s) in the event of failure (discussed later in this unit).   

· taking out insurance eg buildings and contents, public liability, professional indemnity, to insure against the risk of things such as fire and theft, personal injury, and errors and omissions (in the case of advisory / consultancy services).  

· ensuring adequate training and supervision of any labour employed – so that business activities comply with legislation and, of course, meet customer expectations.

Although the risks associated with setting up and running a business can be minimised, they cannot entirely be eliminated.  This is because there are numerous factors over which the business has little or no control (eg political, economic, social, technological and competitive), which cannot always be foreseen, and which can seriously impinge upon its success.  Thus, despite the best market research available, some products unexpectedly fail.  This is something appreciated by entrepreneurs.  They are, however, prepared to take that risk, in return for the potential financial and other rewards associated with starting and running a business.
Rewards

Financial 
Financial reward comes in the form of profit.  In accounting terms profit is simply the excess of sales revenue over costs.  In economics, profit is the reward for risk.  

Without the prospect of profit, an entrepreneur is not likely to enter the market and, unless the entrepreneur achieves a level of profit considered satisfactory to him or her then he or she will, in the long run, leave the market.  (In economics there is the concept of normal profit defined as the minimum level of profit considered sufficient to keep the entrepreneur in the market in the long run).  Profit is, therefore, essential as a motivating force in business, and financial reward is frequently cited as the main reason why people decide to set up and run their own business.  

The incentive to earn higher income must, however, be tempered by the fact that running one’s own business requires considerable effort which can impinge upon one’s home life.  Indeed, working as a business owner needs many more hours and intense, prolonged commitment.  If the only reward were extra money, few people would set up in business.  There are, in fact, many non-financial rewards that entrepreneurs might gain from setting up their own business.  

Non-financial 

Non-financial rewards mainly concern the fact that:

· being one’s own boss can provide a great deal of freedom and flexibility that working for someone else might not provide.    

· establishing and building up a business over a period of time can provide a tremendous sense of achievement.  
Closing Comments 
Any decision to enter into business should involve an assessment of the risk and rewards.  In all business decisions and business investment scenarios, there is a trade-off between risk and reward; in general, the higher the risk undertaken, the higher the expected reward which must compensate for the risk.  

The Consortium for Enterprise Education website www.entre-ed.org provides useful information on the risk and rewards associated with Entrepreneurship.  The following quote, for example, sums up the importance of risk and rewards in the context of enterprise and entrepreneurs:  

“Risk should not paralyze the zeal and enthusiasm of new entrepreneurs.  They must be willing to take moderate risks when they believe there is a strong likelihood that they will succeed.  For the entrepreneur, the brighter side of risk-taking is the possibility of success and increasing their wealth.  Most dreams cannot come true unless some risks are taken”.

http://www.entre-ed.org/_teach/busrisks.htm 

Objectives
By the end of this topic, you should be able to:

1. Define the terms decision and opportunity cost.

2. Identify the opportunity cost of a particular decision in a given scenario.

3. Explain the importance of opportunity cost in business decision making. 
Key Terms

A decision is the choice made between alternative courses of action.

In simple terms, opportunity cost is what we sacrifice (or forego) when we decide to take one course of action over another.  

In business terms, opportunity cost is the value of the benefit(s) of the next best alternative course of action forgone, when making a choice between alternative courses of action.  

Explanation
Opportunity cost is what we sacrifice or forego when we decide to take one course of action over another.  It is fundamental to understanding decision making in business.  A decision can be defined as the choice made between alternative courses of action.  Consider, for example, the following:  

When you leave your school or college after your AS/A Levels, you have to make a decision over whether to seek full-time employment or go on to university / higher education.  If you choose to go to university you pass up on 3 or 4 years of earnings (in a chosen employment) while you obtain your degree.  This is the opportunity cost of this decision ie the money you would have earned from working instead.  However, by choosing university over employment at this stage, you would hope that when you do finally start work 3 or 4 years later, you would be paid a higher salary as a result of your higher education and so, in the longer term, you would make up for the earnings missed out on while obtaining your degree.

More formally, opportunity cost is the value of the benefit(s) of the next best alternative course of action forgone, when making a choice between alternative courses of action.  There are two key points which must be emphasised with this definition:  

1. The ‘cost’ is not the sum of the benefits forgone of all the alternative courses of action, but the sum of the benefit(s) forgone of the action considered to be the best alternative.   

2. The ‘cost’ does not have to be in monetary terms, it concerns anything considered to be of value to the party / parties concerned, for example, their time and enjoyment.

Consider the following example:  

You are given a lump some of money for your 18th birthday and there are numerous ways you would like to spend it.  Do you buy a new i-pod? some new clothes? or put it towards a holiday with friends when you finish your examinations in the Summer?  If you choose to put it towards a holiday with friends, then you pass up on the benefit(s) that you would have gained from purchasing the i-pod or new clothes.  

Remember, that the opportunity cost concerns the benefit(s) that relate to your next preferred option.  What would this be for you – the clothes? or the i-pod?  

Remember also that the ‘cost’ does not have to be in monetary terms, it concerns anything considered to be of value.  In the above example, by choosing the holiday you would forgo the enjoyment you would get from listening to music on your i-pod, or from looking and feeling great in some fab new clothes which could boost your self esteem and self-confidence.

Let us now consider opportunity cost in the context of entrepreneurs and businesses in general:

Many entrepreneurs decide to leave a steady job with a guaranteed income, and set working hours, to start their own business.  The opportunity cost of starting their own business is the loss in earnings from their previous job and, quite possibly, reduction in the amount of leisure time available to spend with friends or family.    

A business may have a marketing budget of, say, £30,000 and has to decide how best to spend it in order to increase sales.  The two preferred options are increased investment on advertising or the recruitment and employment of an additional salesperson.  If they choose advertising, the opportunity cost is the additional sales that may have been generated from another salesperson.

Notice that in all the examples quoted there is a choice to be made and when we choose one course of action we give up the opportunity of pursuing an alternative course of action, and the benefits we might have gained from this alternative.  

Importance in Business Decision Making
Although opportunity cost is a simple concept, it is fundamental to both the science of economics and to rational decision making in business.  When choosing a particular course of action we should not only consider whether the proposed course of action is desirable in its own right, but also whether it is superior to any alternative.  
Consider the following example:

With limited space to display and store stock a small convenience store is deciding whether or not to stock a limited range of DVDs.  As well as considering the profitability of the new product range, the shop keeper must also consider what else could have been done with the space used to display the DVDs.  If the space could be used more profitably stocking alternative goods, then it would not be sensible to stock the DVDs. 

Let us also consider opportunity cost in the context of the use that can be made of retained profits.  This refers to profits not distributed to the owners of the business but, instead, retained for future use.  In most cases retained profits are used to finance investment in new capital equipment.  Suppose the firm could enjoy a higher return by simply depositing the money in a bank than it could by buying new equipment for use in the business, then, in such a case, it would be sensible to deposit the money to enjoy the interest on the account.  

The point to make is that even firms that are financing investment by ploughing back past profits should consider the opportunity cost in terms of the interest they forego by not depositing the money in a savings account.

Closing Comments
There are four key points to emphasise about opportunity cost:

1. The cost is not the sum of the benefits forgone of all the alternative courses of action, but the sum of the benefit(s) forgone of the action considered to be the next best alternative.   

2. The ‘cost’ does not have to be in monetary terms, it concerns anything considered to be of value to the party / parties concerned, for example, their time and enjoyment.

3. If the consequences of alternative courses of action can be expressed in monetary terms, the opportunity cost of taking one course of action over another is not the difference in value between the chosen action and the next best alternative it is the total value relating to the next best alternative.

4. Even if it can be expressed in monetary terms the ‘cost’ is not listed as an actual cost in any financial statement.

Finally, it should be appreciated that opportunity cost is not a discrete topic within the specification.  Instead, it is an underlying concept which should be the basis of all decision making.  Businesses should always take into account the cost of the alternative(s) that will be sacrificed when choosing between different courses of action. 


Objectives
By the end of this topic, you should be able to:

1. Briefly explain the difference between ‘push’ and ‘pull’ factors.

2. State at least 3 factors that might ‘push’ people into becoming an entrepreneur.

3. State at least 6 factors that might ‘pull’ people into becoming an entrepreneur.

Key Terms

Motives are the reasons behind human behaviour.  People set up their own business for a variety of reasons which can broadly be divided into two sets of factors – push and pull factors. 

People may be ‘pushed’ into becoming an entrepreneur because of the unacceptability of any alternative and / or ‘pulled’ into entrepreneurship by the attractions of running their own business.

Push Factors

People are ‘pushed’ into setting up their own business by factors such as:

· Redundancy and unemployment (or fear of it).
· The inability to find employment which is sufficiently satisfying, rewarding or challenging.

· Disagreement with management / management styles and/or conflict with work colleagues.

· Lack of interest in, and commitment to, organisational goals. 
In each of the above people set up in business because of dissatisfaction with the alternatives.  
Pull Factors

There are many attractions to running your own business.  These are what make up the ‘pull’ factors.  
Many people are ‘pulled’ into entrepreneurship by the desire to:

· exploit identified business opportunities.

· turn a hobby or an interest into a business.

· create something truly their own. 

· achieve and be recognised for their achievement.

· be their own boss and make their own decisions.

· enjoy more flexible working hours.

· create employment for their family. 

· have something to leave to their children. 

And, of course, by the prospect of profit and making more money than they could from working for someone else. 

Closing Comments
Many of the motives behind setting up in business cited above are non-financial, and it is true that many people choose self employment for reasons other than financial reward.  However, the profit motive is a major factor and, often, the leading factor in the decision to set up a business.


Objectives
By the end of this topic you should be able to:

1. State the 4 main ways in which the government provides support to enterprise / entrepreneurs.

2. Outline the services provided by Business Link.

3. Outline at least 3 ways in which the government provides financial assistance to enterprise / entrepreneurs.

4. Describe at least 1 way in which the government might adjust taxes to support enterprise / entrepreneurs.

5. Outline the role of the BERR with regard to regulatory reform. 
Key Terms

Government support for enterprise and entrepreneurs within the UK mainly comes in the form of information and advice, financial assistance, tax concessions and regulatory reform.

Summary of the Reasons for Government Support / Intervention
UK governments over the last few decades have tended to favour a ‘laissez-faire’ / ‘free market’ approach to business.  This means that, in general, the government does not intervene in the market place and, at the same time, businesses do not expect to receive help and support from governments.  However, most economists and politicians accept that there are circumstances where some government assistance is essential to correct what would be a problem in the market.  These problems are known in economics as market failure.

Market failure is the failure of the market system to produce a desirable or economically efficient result.  In the context of entrepreneurship it is accepted that small businesses provide a benefit.  Yet, at the same time, face major problems which impede their progress.  Small firms, for example:

· provide employment and reduce unemployment.

· create wealth.

· have a greater tendency to innovate.

· increase competition, thereby providing greater choice and diversity.

· occupy a neglected niche in the market.

· help to counter regional decline.

A thriving small firm sector is, therefore, not surprisingly considered to be essential for the health of the economy.  Yet, the new entrepreneur with a start up business faces major problems, for example: obtaining finance, premises, training employees, coping with laws and regulations, competition from existing firms and finding or affording assistance to help with the above.

There is a strong case, therefore, for the government to provide assistance, either in the form of information and advice, finance, discriminatory taxation - to ease the burden on start up firms, or in the form of relaxation of some of the laws and regulations affecting business.

The objective of the small firm’s policy pursued by both Conservative and Labour governments has been to:

· encourage start ups.

· create a more level playing field in which new, small firms can operate.

· reduce the failure rate of new, small businesses. 

· increase social cohesion – including the removal of discrimination against female entrepreneurs and those from ethnic minorities.

· achieve the economic benefits of the small firm sector stated above. 
Department for Business Enterprise Regulatory Reform
One of the problems faced when studying this topic is that there are frequent changes in government policy, or even the name of the relevant government department.  For a number of decades the leading department in providing help was the Department of Trade and Industry.  In 2007 this was replaced by the Department for Business Enterprise and Regulatory Reform (BERR).  The title of the department indicates two aspects of its work: 

· Promoting business enterprise in a positive sense.

· Reforming regulation on business.

Information, Advisory and Support Services

In terms of positive assistance to business it should be noted that BERR does not provide assistance directly, but via a series of agencies the most important of which is Business Link.

Business Link 

“Business Link provides the information, advice and support you need to start, maintain and grow a business. It provides information and advice to help customers make the most of their opportunities.  Rather than providing all the advice and help itself, it fast-tracks customers to the expert help they need.  The Business Link service is a crucial part of the government’s campaign to promote enterprise and to make the UK the best place in the world to start and grow a business.”  


         (http://www.businesslink.gov.uk/bdotg/action/directory?r.s=h)  
In essence, Business Link is a gateway or ‘one stop shop’ to a range of support services.  Through a Personal Business Advisor (PBA) or through information accessed freely from its website, entrepreneurs can seek information and advice on a range of aspects relating to their business.  The table on the following page lists the information freely available (on Business Link’s website) to all types of business, as well as further detail on the information available to start-ups.
Local Enterprise Agencies (LEA’s)

LEA’s (not to be confused with local education authorities) deliver business support services under contract to Business Link.  In effect, they are a local arm of Business Link with the objective of promoting economic generation in the area by helping small firms with advice, counselling, training, consultancy and providing managed workspace.  Small firms can acquire premises in a sheltered working environment in which the LEA landlord is also a business advisor. 
Information Freely Available from Business Link

	Information Available for All Types of Business / Entrepreneurs
	Information Relevant to Start-ups

	· Starting up.

· Finance and grants.

· Taxes, returns and payroll.

· Employing people.

· Health, safety, premises.

· Environment & efficiency.

· Exploiting ideas.

· IT & ecommerce.

· Sales & Marketing.

· International trade.

· Growing a business.

· Buying or selling a business.

· Regulations, licences and standards for different types of business.
	· Finding & managing the money required.

· Naming the business.

· Deciding upon a legal structure.

· Buying a business.

· Choosing and setting up premises.

· Ensuring workplace health and safety.

· Information on taxes, payroll and returns.

· Employing people for the first time.

· Sales and marketing.

· Financial control, operations and transport.

· Contracts and suppliers.

· IT and e-commerce.

· Importing and exporting.

· Protecting the business and ideas.

· Choosing advisors and services.




Financial Assistance

Introduction – The Equity Gap

Government financial assistance has been designed to make it easier for Small and Medium-sized Enterprises (SME’s) to access funds.  This is in response to a problem that has long been recognised in the UK economy, that is, the so called ‘equity gap’ and reluctance of private investors to invest in small start-up businesses.  The London Stock Exchange and capital market has long since provided funds for large companies, and despite the birth of the Alternative Investment Exchange (a stock exchange for shares in smaller companies), SME’s have tended to be neglected.  As the free market is failing such firms, the government accepts the obligation to try and fill the gap.  

Grants for Research and Development

This BERR initiative provides grants to individuals or SME’s to research and develop technologically innovative products and processes.  Projects are classified into four categories depending on the nature of the project and number of employees involved in the business, and the size of grant differs between these four categories.  Regional Development Agencies (RDA’s) appraise applications and decide which projects to support in their regions.  For further information on each category and the grants available refer to the BERR website: www.berr.gov.uk/bbf/BSS/page29002.html.  

Small Firm Loan Guarantee Scheme

This scheme is designed to overcome the problem facing a new, small firm that has a sound business plan but lacks assets to provide security for a bank loan.  

It is important to realise that the government does not provide the loan but, instead, guarantees that the bulk of the loan will be repaid.  The guarantee will reduce the reluctance of a bank, or other financial institution, to grant a loan to a new and, so far, relatively untested business.  

Guarantees are given on loans up to £250,000 with a term of up to 10 years, made to qualifying UK firms with an annual turnover of up to £5.6 million.  BERR guarantee covers 75% of the loan but, in return, charges a premium of 2% on the outstanding balance of the loan.  

Early Growth Funding  

This programme aims to encourage risk funding for start-up and growth businesses.  Regional Growth Funds have been established to increase the amount of risk capital of up to £50,000 available for specific businesses, namely:

· Start-up or university spin outs.

· Innovative and knowledge intensive businesses.

· Smaller manufacturing firms pursuing new opportunities.

· Any early growth company.

One downside to this type of funding is that most funds require the business to match the funds being awarded.  However, these do not necessarily have to come from owners of the business or the business itself (in the form of retained profits), they can come from a commercial loan or other private sector investor.

Enterprise Capital Fund

This provides large amounts of investment of up to £2 million to SME's with potential.  This funding, along with the Small Firms Loan Guarantee Scheme is now managed by a new body that has been set up – Capital for Enterprise Limited (CfEL).  Applicants have to make a bid to receive the funding.  They are then shortlisted and asked to provide further information to support their bid.    

Regional Venture Capital Funds

These funds provide investment of up to £500,000 for a minimum of 6 months and up to ten years, to SME’s that show growth potential.  Those securing such funding are expected to produce a return to the fund concerned.  

The funds are managed by experienced venture capital professionals who operate out of their own premises, on a commercial basis.  They make all the investment decisions, including how the investment should be structured.  (NB Venture capital is defined and explained later in this unit in the topic on ‘Raising Finance’).  Approximately 50 per cent of the funds (£250,000) are sourced by the venture capital fund manager from private sector investors.  The other 50% comes from the government (via the Enterprise Directorate) and the European Investment Fund (EIF) (the equity arm of the European Investment bank).  Any losses to the fund’s capital base are, however, suffered by the government first. 

For further information on the specific criteria firms must meet in order to qualify for Regional Venture Capital Funding refer to the BERR website: http://www.berr.gov.uk/bbf/enterprise-smes/info-business-owners/access-to-finance/regional-venture-capital-funds/page37596.html   
Tax Concessions

A further way of assisting SME’s is in terms of discriminatory taxation.  This might take the form of a lower tax rate for smaller firms, or, adjusting the rules relating to tax allowances to favour new start up businesses.  

The tax on company profits is known as Corporation Tax.  For many years Corporation tax has been levied at a lower rate for smaller companies - in comparison to the rate for larger companies.  This enables smaller companies to retain a higher proportion of their profits than would be the case.  The rate for larger companies was 30% and that for smaller companies 19% on company profits.  

The budgets of 2007 and 2008 have retained the concept of a lower rate for smaller firms, but the gap between the rates has narrowed.  The general level of Corporation tax was reduced to 28%, but the rate for smaller companies has been raised from 19% to 21% and eventually 22%.  Although there is still preferential treatment for small firms, the extent of the positive discrimination has been reduced.

Regulatory Reform 

The secondary aspect of the work of the Department for BERR should not be neglected since many people in the business community would argue that the greatest help that government can give any business is the removal of regulations (ie red tape).   Even regulations imposed for the best of reasons can prove harmful to business.  Laws and regulations which are especially problematic for small firms include:

· EU Working Time Directive.

· Provisions for Parental leave.

· Rules on Unfair Dismissal.

· National Minimum Wage.

· EU Part time Workers Directive.

· Asylum and Immigration Acts.

BERR seeks to simplify the regulatory regime.  The Better Regulation Executive (BRE) has been established to lead this regulatory reform.  Its aims are:

· to work with departments to improve the design of new regulations and how they are communicated; 

· to work with departments and regulators to simplify and modernise existing regulations; and 

· to work with regulators (including local authorities) and departments to change attitudes and approaches to regulation to become more risk-based.

The BRE has determined five key principles of regulation, which have become the cornerstone of the better regulation strategy and implementation.  Any regulation should be: transparent, accountable, proportionate, consistent, targeted – only at cases where action is needed.

(http://www.berr.gov.uk/bre/index.html) 
Businesses and individuals are actively encouraged to put forward their views on ways of improving legislation by logging on to the better regulation website and telling the BRE about it.
Closing Comments
It is important not to get carried away with the generosity of government to small businesses.  The amount of money involved is relatively small.  There is also strong competition for financial support from the government and strict criteria that a business has to meet to be eligible - ranging from location, size, industry sector and purpose / use of the funds.  

In the case of grants, these are generally awarded for specific purposes or projects such as purchasing machinery and equipment, improving offices, increasing employment and developing export markets.  Strict terms and conditions apply which, if not followed, may require immediate repayment of the grant.  Most grants also require the beneficiary to find up to 50% of the funds required.  

Finally, with regard to Corporation tax, it should be appreciated that any slight difference in the amount levied will have a direct impact on the financial veracity of the business.  Therefore, when reviewing these figures do not dismiss the impact a 1% increase can have on an SME.
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