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Letter from the Chairman

30 April 1998

Scientific
Serviees Limited

Mr Christos Papoutsis
Member of the European Commission

Brussels

Dear Christos,

I am delighted to submit to you the final report of the business
environment simplification task force (BEST). As you know we
have worked hard to cover all of the key issues affecting
European SMEs, and to formulate our realistic recommenda-
tions into a coherent and concise report. With the excellent sup-
port from Lorimer Mackenzie and his team at DG XXIII we
have been able to keep to the very demanding timetable set for
us by yourself last September. We have been ruthless in our
selection and prioritisation of key actions as we have had to
examine over 200 issues relevant to SMEs today, and it has not
been easy to distil these down to the 19 areas outlined in this
report. But we have, I believe, done our job well and captured
the essence of the major problems facing all European SMEs
today. If all of the BEST recommendations are implemented
over the next two years then we will see a substantial improve-
ment in the creation and survival of SMEs, in employment and
in the competitiveness of small European businesses.

Over the next twenty-five years almost every nation on earth
will experience the most remarkable changes in every aspect of



social, domestic, environmental, medical and business life.
There will be new products, new services, new attitudes, and
new opportunities for everyone. In Europe there is going to be
a fantastic era of entrepreneurship and new enterprise with the
possibility of vast job and wealth creation and improvement in
the quality of life for Europeans. I know that the European
Commission and the Member States are keen to catalyse the
evolution of a true enterprise culture in Europe and I believe
that BEST recommendations offer an excellent framework on
which to build the future success of SMEs in Europe. We hope
that you continue to champion the BEST initiative through to its
complete implementation by Member States as well as the
European Commission. I gather that the Austrian Presidency is
enthusiastic about supporting the BEST recommendations for
action.

Finally, I would like to extend my personal thanks and appreci-
ation to all my fellow members of the BEST task force who
gave up so much of their valuable time and energy to ensure we
achieved our goals on time in such a quality way. I am greatly
indebted to all of their contributions and I shall miss our dia-
logue and association now that our work has finished. Thank
you for asking me to chair BEST. I have enjoyed it and hope
that you are as impressed with the outcome as we all are. If you
need any further support in ‘driving through’ some of the BEST
messages please do not hesitate to call me.

With kind regards.

Yours sincerely,

Dr Chris Evans 0:12/7
Chairman, BEST task force



The need for action to improve the business

environment

The 18.5 million small and medium-sized
enterprises (SMEs) in the European
Union are the foundation of its economic
strength. They account for over 60 % of
total turnover and 66 % of employment.
They are crucial to the process of enhanc-
ing Europe’s competitiveness and to its
growth. For over a decade now, SMEs and
particularly smaller firms have been seen
as the main source of future employment.

About one million new enterprises are
created each year which makes them a
major vehicle for change. As global com-
petition increases the contribution of this
sector in terms of its adaptability, its con-
tribution to innovation in products and
processes, and the opportunities it pro-
vides for flair and creativity, will enable
new and existing SMEs to help Europe
keep pace with the challenges posed by its
competitors.

This will only be possible if the business
environment is such that it encourages
success. In particular, Europe's entrepre-
neurs need to have the right conditions to
develop and launch their projects and to
have a favourable fiscal and administra-
tive environment in order to encourage re-
investment of their gains when they are
successtul. This is a matter of removing
the current obstacles to entrepreneurial
activity and arranging for appropriate
forms of technical and financial support.
but it is also a question of getting the
backing of those who work with entrepre-
neurs, and of society as a whole.

The contribution of SMEs to Europe's
economy. in terms of their flexibility,
their innovative capacity and their

employment potential is widely recog-
nised. Public authorities have frequently
acknowledged the need to encourage
SME:s and to make life easier for them.

What is less recognised is the growing
intfluence of small businesses in all our
lives. As there is less employment in large
manufacturing firms and as the public
sector increasingly makes use of outside
services, many more people than in the
past will be employed in SMEs and many
more people will be starting their own
businesses. We are moving towards an
entrepreneurial society, yet so many of
our assumptions and practices reflect the
old economic structures and particularly
hinder the creation of new enterprises. It
is. therefore, time that we moved from
merely talking about the importance of
having the right environment for small
businesses to putting the needs of enter-
prise at the centre of policy making.

There is agreement in broad terms about
what needs to be done. Members of the
business environment simplification task
force (BEST) have been struck by the
consensus in the business community on
these issues, right across Europe. Indeed,
many of the recommendations to be made
by the task force have been suggested
before and there are already many exam-
ples of good practice. The need is no
longer for broad discussion of the issues,
but rather to move forward with the
details of implementation.

Above all, what is required now is a con-
certed political effort to bring about action
at all levels in the European Union:
Community, national and local. And, this



must be action that not only initiates
progress, but sees that the principal mea-
sures are carried through coherently and
consistently. The voice of SMEs needs to
be heard more clearly in this process,
which should begin by ensuring participa-

tion on an equal footing in the European
social dialogue of business organisations
that have a clear mandate from the SME
sector. Above all though, a strong central
direction is required in each of the impor-
tant centres of decision-making.



The nature and remit of BEST

The importance of SMEs to the economy
of the European Union, to its competitive-
ness, to its growth and to its potential to
create employment has been widely
recognised and is often emphasised by
ministers and business leaders. In the
recent past there has also been a growing
appreciation of the significance of entre-
preneurship as the driving force of the
SME sector. Entrepreneurship is cited as
one of the four 'pillars' of the employment
guidelines endorsed by the employment
summit in Luxembourg. It has also been
the specific subject of a recent communi-
cation from the Commission to the
Council. The motivation for creating the
business environment simplification task
force was very much based on the same
perception,

For entrepreneurs and SME:s to flourish it
is vital that they have the right conditions.
[t was to this end that at the Amsterdam
European Council on 16 to 17 June 1997,
Europe's political leaders confirmed their

'strong commitment to the simplification
of existing and new legal and administra-
tive regulations in order to improve the
quality of Community legislation and
reduce its administrative burden on
European business, particularly small and
medium-sized businesses'.

They invited the European Commission
to establish a task force for this purpose
and to broaden its own rolling programme
of simplification. Equally, the Member
States were asked to pursue comparable
simplification measures at national level.

The European Commission formally
accepted the invitation to establish a task
force on 30 July 1997 and, after consulta-

tion with the Member States, Com-
missioner Christos Papoutsis convened a
group of entrepreneurs, public adminis-
trators and academic experts on the sub-
ject under the chairmanship of Professor
Chris Evans OBE.

The objective set for BEST was to prepare
an independent report which would make
proposals for concrete measures to be
taken by the Commission and the
Member States to improve the quality of
legislation and eliminate the unnecessary
burdens which restrain the development
of European businesses, particularly
small and medium-sized enterprises
(SMEs). This task also included a look at
the issues of finance for SMEs, manage-
ment and employee training, innovation
and technology transfer and all aspects of
administration.

The first meeting was held on 28 October
1997 and BEST has worked very inten-
sively since then. taking evidence, at both
a European and a national level, from
business organisations, from public
administrations and from other interested
parties.

It should be clear, however, that the task
force did not see itself as being primarily
engaged in research. There has already
been sustained investigation of these mat-
ters over a number of years. Rather, the
task force saw its role as being to review
all of the issues and, acting as a group
which reflected the experience and con-
cerns of SMEs across Europe, to indicate
priorities and recommendations for
action.

A preliminary report was prepared for the
special European Council on employment



in Luxembourg on 22 November 1997. It
had been observed that a wide diversity of
business activity was adversely affected
by both regulatory and administrative
procedures. BEST had therefore decided
that it was necessary to take a broad view
of the problems faced by enterprises
beyond those directly concerned with
administrative burdens, but at the same
time, to concentrate on the aspects which
were of most importance to SMEs and
which were most susceptible to remedy. A
central theme had to be the promotion of
enterprise and entrepreneurship along
with the related concerns for enhancing
competitiveness and creating sustainable
employment. It was with this in mind that
the task force set about examining how
improvements could be made in key
areas, such as education and training, tak-
ing on employees. access to finance and
access to research and technology.

BEST aimed to complete its final report in
time for it to be considered by the
European Council meeting in Cardiff on
15-16 June 1998. This has imposed a tight
timetable on its work which has been pur-
sued in a series of 8 full meetings and in
targeted working groups. These groups
have been very useful in looking in detail
at the key areas of concern and in guiding
the debate of the full task force.

BEST has recognised that valuable work
in the right direction has been undertaken
at all levels in the European Union. There

are a number of encouraging initiatives
that have been taken at a Community
level, including the recent communica-
tions on entrepreneurship, on risk-capital
and on the transfer of small and medium-
sized enterprises. The proposed directive
on late payment, the recommendation on
improving and simplifying the business
environment for start-ups and the commu-
nication on public procurement provide
concrete examples of how progress can be
made. There is also a considerable
amount of good practice at Member State
and local levels which should serve as the
basis for a more far-reaching improve-
ment of practice throughout the Union.

Nonetheless there is still much to be done.
BEST has considered a wide range of
areas where problems still need to be
addressed. The reports of its working
groups highlight many of the issues. But it
was also necessary to indicate priorities.
After further consultation and debate
among the members of BEST, these were
decided and are set out in this report.
Additional recommendations are made by
BEST and are presented in the working
group reports, along with more detailed
information on the principal recommen-
dations. These are published in a separate
volume.

The final report and recommendations of
BEST are now formally submitted to the
European Commission.



The central issues

Better public administration

Enterprises should get the first class ser-
vice from the public authorities that they
need and deserve. For this to be achieved,
a change of culture is required in public
administration. Public authorities, acting
as regulators or as providers of support to
businesses, in the form of advice, assis-
tance and information. should fundamen-
tally regard themselves as delivering a
service to enterprises. Their first concern
should be to assist and to enable.
Regulation is necessary. Good regulation
can even be helpful in stimulating
improvements in products and processes.
However, first of all. regulation should be
adopted at the right level. BEST has
received information about various
examples of best practice which it
believes warrants further consideration.
The universal adoption of best practice is
a better way of improving conditions for
SMEgs than the harmonisation of national
practices. The principles of subsidiarity
and proportionality are fundamental. At
whatever level, regulation needs to be
simple and practical. It should be clear in
its objectives and economic in its applica-
tion. It should also be reviewed frequent-
ly. and where changes are necessary,
changes have to be made.

To achieve both a central position for reg-
ulatory reform and the necessary shift in
the culture of public administrations, a
fundamental recommendation of BEST is
that better regulation units (BRUs)
should be established. responsible to the
highest political levels. in the EU institu-
tions and in all the Member States.

These better regulation units should
ensure that regulatory reform is consis-
tently pursued and that the logic of a ser-
vice orientation is carried through into the
operation of the whole range of regulato-
ry and support activities. Careful ap-
praisal of proposed and existing legisla-
tion should be undertaken as well as of the
costs of new administrative procedures.
Special attention should consequently be
paid to the development and application
of the techniques of regulatory impact
assessment.

"Think small first' should be a basic
guiding principle. If a measure is suited to
a small firm it is likely to be acceptable to
a large firm. Simplicity should be redis-
covered as a virtue and creating the right
environment for enterprise to flourish
must be an essential and constant concern.
But this should not only be a matter for
government and for public administra-
tions. Our society in general needs to
understand better what it takes to create a
business and to get it to grow and to sur-
vive.

New approaches in educa-
tion, training and the work-
place

Europe needs to promote an entrepreneur-
ial culture so that more people take the
risk of creating an enterprise. Conse-
quently, BEST makes some important
recommendations in relation to education
and training and in relation to the flexibil-
ity of the workforce. In both of these areas
changes are required to help existing
enterprises to operate more efficiently and



to release the entreprenecurial talents of
those who., with a little encouragement,
could set up on their own.

New attitudes are required from people
working in SMEs and trom individuals
and organisations involved in education
and training, but it is important also that
these changes take place within the right
structures. BEST is therefore making
major recommendations about significant
shifts in our approach to education and
training, about the development of a
direct dialogue between employers and
employees at an enterprise level and
about addressing employment costs.

Access to finance and help-
ing innovation

It is also necessary to create a greater sen-
sitivity to and awareness of the differ-
ences in the characteristics and needs of
enterprises.

SMESs are not homogeneous. The situa-
tion of a new, rapidly growing and highly
innovative SME is not the same as that of
a well established medium-sized compa-
ny in a traditional manufacturing sector
and both are in very different situations
from that of a micro-business providing a
particular service.

Appreciation of the different situations
facing SMEs is particularly important in
ensuring that all firms have access to
appropriate forms of finance. BEST’s rec-
ommendations in this area are therefore
aimed at identifying and remedying gaps

in provision. and at ensuring that those
enterprises that do have the capacity to
grow and develop have the right condi-
tions for doing so.

A similar increased sensitivity is required
if the problems of improving the applica-
tion of research and technology and of
increasing the number of innovative prod-
ucts and processes are to be addressed.
SMEs need certain specific types of sup-
port, such as information and advice
along with considerable improvements in
the operation of support programmes.
especially as far as the European Union
Funds are concerned.

Implementation

Attention must be given to the process by
which the proposed measures are imple-
mented.

® First, it should be clear how much
progress is being made and how quick-
ly. Systems for monitoring progress
need to be developed and used.

¢ Then, there should also be a strength-
ening of the process by which other
examples of best practice are identified
and exchanged, particularly in in-
stances where this could be an effective
alternative to further regulation and
legislation.

® In this way, BEST’s recommenda-
tions will be contributing to a continu-
ing programme of reform as well as
pointing to the resolution of immediate
problems.



BEST recommends the following as
issues deserving urgent attention:

Public administration

It has been the experience of a number of
Member States that the introduction of
changes, which challenge established
assumptions and administrative proce-
dures, requires attention and support at
the highest political level in order to make
progress.

Simplification and regulatory
reform should be made central to pub-
lic policy at all levels in the European
Union, specifically through:

At a European level:

® The creation of a central better regu-
lation unit (BRU) under the direct
responsibility of the President of the
European Commission to oversee and
co-ordinate regulatory review and reform
and ensure that the consequences of any
legislative proposals for SMEs have been
assessed and fully taken into account.

This central unit should be responsible for
promoting good regulatory practice in
operational departments, including estab-
lishing that proposed legislation is really
necessary, that appropriate consultation
takes place, that sufficient information is
provided and that regulatory impact
assessments have been properly carried
out.

The unit should also initiate reviews of
existing regulation.

® The establishment by the Council of
a corresponding central unit, under the
responsibility of the Secretary General.

This unit should help improve the quality
of legislation and promote clarity. sim-
plicity and coherence. It should also
ensure that the final form of legislation
has taken proper account of the effect on
businesses, for instance, by checking that
amendments to legislative proposals have
also been subject to impact assessment.

Information provided to these units for
use in their evaluation of legislative pro-
posals should be accessible to the public.

At a Member State level:

® The creation of a group or unit under
the direct responsibility of decision-
makers at the highest political level. Its
objective will be to carry out regulato-
ry review and reform and to ensure
that the point of view of SMEs has been
taken into account in legislative propo-
sals.

All the government departments involved
in the business environment will be repre-
sented in this unit.

The impact of legislation on busi-
ness must be an important considera-
tion in determining its form and con-
tent.

¢ The 'think small first' approach
should be the guiding principle of regu-
latory reform.

® Best practice should be identified and
subsequently adopted in relation to:

— consulting businesses before the intro-
duction of new regulatory instruments;

— developing regulatory impact analysis
and instruments for evaluating compli-
ance costs and administrative burdens;

— allowing reasonable time-frames for
the implementation of legislation, espe-
cially for SME:s;



— conducting effective information cam-
paigns regarding changes required by new
legislation;

— consulting businesses before the intro-
duction of new administrative practices
including new forms and questionnaires,
to ensure that businesses can provide the
information, and that it is not already
available elsewhere.

¢ 'Gold plating' of Community legisla-
tion. The addition of other national regu-
lations linked to the implementation of
Community directives should eventually
be eliminated, and in the meantime its
source should be clearly identified.

Administrative procedures faced by
SMEs need changing.

Administrative burdens faced by enter-
prises are made heavier because of a lack
of standardised and coherent procedures
in the public administrations and agencies
with which they have to deal. This applies
both at European and at national levels.

¢ The institutions and agencies at a
European level need to both simplify
and standardise procedures to increase
transparency, so that enterprises know
what to expect and what is required of
them. Member States should also
examine the opportunities for standar-
dising their procedures.

® The political and practical complexities
of achieving coherence and standardisa-
tion between different autonomous bodies
on a voluntary basis requires a commit-
ment at the highest political level.
Without such a commitment BEST would
propose a legislative solution such as a
regulation specifying the criteria to be
respected in administrative procedures in
order to minimise the administrative bur-
den on enterprises.

12

® There should be a standardised proce-
dure for seeking redress from a public
administration when it has not met its
obligations. including the obligation to
complete procedures within a specitied
time.

Standardisation is particularly relevant to
dealing with access to Community pro-
grammes or dealing with the requirements
of EU legislation.

® There should be a standardised proce-
dure for submitting accounts and appli-
cants should be made aware in advance of
costs which will be considered ineligible.
Where such information is not given in
advance or the costs are not specifically
excluded in the contract there should be a
presumption in favour of the contractor.

® Accounting procedures should be radi-
cally simplified for both the responsible
authorities and for SMEs receiving grants
or funds, Accounting procedures should
be compatible with normal business
accounting systems.

® In the management of the Structural
Funds programmes Member States are
requested to ensure that their financial
procedures are designed to maintain a suf-
ficient cash flow in SMEs participating in
the programmes.

Member States should take initia-
tives to facilitate the creation of enter-
prises.

O The adoption of the procedures pro-
posed in the Commission recommenda-
tion on improving and simplifying the
business environment for business start-
ups would be a considerable help in get-
ting enterprises started. In particular, there
should be:



— a single location for registration pur-
poses;

— a single registration document;
— a single identification number;

— sharing of data between the public
authorities involved in registration.

Good information and advice ser-
vices are a valuable support in the cre-
ation of businesses and in helping them
at critical stages of their development.
Unfortunately, access to information and
advice services is not as straightforward
as it should be. Services are often frag-
mented and uncoordinated, their quality is
not always of a high standard.

¢ Integrated information and advice
services should be created out of the
existing public provision. The ideal
would be for enterprises to have only
one place to contact in order to have
access to these services. The availability
of the services should be promoted vig-
orously and there should be regular
monitoring and evaluation of the quali-
ty of services delivered. These services
should work closely with organisations
representing SMEs.

® Greater use should be made of informa-
tion technology and greater advantage
should be taken of the new tools which
are available.
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Education and training

Creation of an entrepreneurial culture has
to begin in schools and be carried through
into our higher education and training
systems. At present there is a ftundamental
cultural problem in Europe in that the
concepts of enterprise and entrepreneurial
skills hardly figure in the school curricu-
lum. This has to change, and pupils and
students should be made to realise that
these are issues which are vitally impor-
tant for their own future.

n Meeting the modern requirement
for entrepreneurial and management
skills must be evident throughout the
curriculum in the national systems for
education and training.

Even at an early stage in schools, knowl-
edge of business administration with a
special emphasis on the role of the entre-
preneur should be imparted — and this
should not be confined to specialised or
optional parts of the curriculum.

® SMEs should be encouraged to work in
close co-operation with schools to pro-
mote the excitement of life in a small
business.

® |.arge businesses in different sectors
should set up prestigious awards, run by
industry and endorsed by Governments,
to recognise successful entrepreneurs and
SMEs within those sectors. In addition,
the European Commission and Member
State governments should create presti-
gious awards for individuals, depart-
ments, authorities and politicians who
have done something particularly useful
and innovative for SMEs.

® Member States at the highest levels
should seek to promote and endorse entre-
preneurs and an enterprise culture. They
should advocate a more positive attitude
among Europeans towards ‘failure’ by
recognising its value as a learning experi-
ence.

A re-orientation of current training
provision is required in close co-opera-
tion with the business community to
ensure that the necessary skills are there
both for people to work in SMEs, and for
them to start their own businesses.

® There should be specific training for
entrepreneurship, with an emphasis on
practical and useful skills, supported by
appropriate incentives

® Equally there should be training for
employment in SMEs allowing for the
different capabilities and talents of the
workforce. Training provisions should
also take into account different kinds of
SMESs and industry sectors, and their dif-
ferent requirements ranging between
highly-skilled and non-skilled employees,
all of whom should have the opportunity
to receive training.

® There should be fiscal incentives for
SMESs to carry out training.

® There should be promotion of training
to assist women to become entrepreneurs
and improve the recognition and training
of spouses who work with an entrepre-
neurial partner.

® Training systems should also be more
flexible allowing for movement between
academic studies and vocational train-
ing in companies, and for changing needs
over a lifetime of learning.



Employment and Working
Conditions

Entrepreneurs need the support of a moti-
vated and adaptable workforce, yet for
some while now, the lack of flexibility in
employment and working conditions has
been recognised as one of the inhibiting
factors in the European economy. This
has had particulatly serious consequences
in Europe's failure to respond to wide-
spread unemployment.

m In order to ensure that these questions
are effectively considered at a European
level and to give a higher profile to relat-
ed issues affecting entreprencurs and
smaller businesses, it is important that the
most representative European SME
organisations participate directly and on
equal terms in the negotiations under the
framework of the Social Protocol.

® Representative European small busi-
ness organisations should therefore
become full partners in all levels of deci-
sion making that concern the Social
Protocol of the Maastricht Treaty.

¢ At the level of the individual business
it is also necessary to engage the work-
force more actively and to operate
more flexibly. To achieve this aim, there
should be a direct dialogue between
employers and employees.

As a result of this dialogue, it should be
possible to introduce greater flexibility
into the application of framework agree-
ments at the enterprise level, giving firms
the scope they need to adjust to their own
particular circumstances, while at the
same time preserving national or sectoral
arrangements as a fall-back position.

m Enterprise level dialogue should
cover:

® variations from general collective
agreements; these should be allowed
where employers and employees arrive at
agreements voluntarily while observing
the statutory minimum conditions of
employment.

* more flexible job descriptions in
employment contracts, where the range
of responsibilities established in job
descriptions in employment contracts can
be extended and detined in more general
terms.

* working hours: in order to bring
greater flexibility to the regulations gov-
erning working hours, without directly
increasing them, better use should be
made of the current flexibility provisions
in the working time directive. Consider-
ation should be given to a calculation of
working hours on an annual basis rather
than a weekly or daily basis.

Health and safety regulations need
serious attention in relation to their
impact on SMEs. There is considerable
confusion about their objectives and how
to implement them correctly.

® Health and safety regulations, includ-
ing monitoring and reporting require-
ments, should be simplified and put
into a more coherent framework.

® New proposals for health and safety
legislation at a European level should
only be made after thorough consulta-
tion with business organisations, par-
ticularly SMEs, and the completion of a
regulatory impact assessment. The
results of the consultation and the
impact assessment should be published.
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Existing directives in the health and
safety area should be considered for
simplification under the SLLIM exercise.

® Specific technical and financial assis-
tance should be given to SMEs so that
they can comply with health and safety
rules.

® Best practice examples should be
provided to help SMEs comply with
health and safety regulations.

¢ Health and safety inspectors should
be much more helpful to enterprises by
providing advice on implementation,
particularly on their first visit to a site.

® On their first visit to a firm inspec-
tors should advise on what regulations
are applicable and how to comply with
them. If the firm is already complying
this should be confirmed in writing. If
changes have to be introduced, it
should only be on a second visit that a
formal inspection takes place.

The social security system is very
complex in most Member States.
Employers, the main tinancers of the sys-
tem, also bear a large part of the adminis-
trative costs. Member States should sim-
plify the administration and financing
of their social security systems.

® The Danish system mainly financed
through general taxation, deserves con-
sideration as a system which avoids com-
plex administration and financing costs,
and removes the burden from employee

intensive firms, thus assisting employ-
ment.

® Alternatively, in countries such as
Sweden and Ireland. the payment of
social security contributions to one
agency, which also collects all the infor-
mation required for social security pur-
poses, simplifies the administration con-
siderably. This example of best practice
could be adopted elsewhere.

The EU Directive on the transfer of
undertakings (77/187/EEC), sometimes
known as the acquired rights directive,
and the related decisions of the Court of
Justice of the European Communities are
surrounded by a considerable amount of
confusion and uncertainty in relation to
the obligations incurred when certain
businesses are taken over. The resulting
complexity and uncertainty concerning
the economic responsibility prevents
many SMEs from entering into business
transactions that may be interpreted as a
transfer under the directive.

® Firms must know where they stand in
relation to acquired rights. The provisions
and scope of the directive on the trans-
fer of undertakings must be clarified in
order to avoid the confusion that has
arisen.

® The provisions under which companies
take over personnel should be improved
so that they are encouraged to do so.

® OQOutsourcing and changes of subcon-
tractors and retailers should be excluded
from the scope of the directive.



Finance

Whether it is a young entrepreneur begin-
ning life in business with a small venture,
a well established firm hoping to expand,
or a rapidly growing hi-tech company
looking for substantial further expansion,
access to finance on the right conditions is
crucial. These conditions have to be
defined quite carefully.

For smaller businesses and at an
early stage:

® Loan guarantee schemes have an
important part to play in mobilising
bank credit. More effective schemes of
this kind should be brought into opera-
tion, with the support of the European
Investment Bank.

The growth and employment initiative
approved by the Council on 21 April 1998
should be made operational as soon as
possible. All SMEs should be eligible and
all banks allowed to participate.
Decisions on whether to offer guarantees
should be communicated to SMEs within
a month.

® The encouragement of mutual guar-
antee schemes could have a similar
effect.

¢ New ways of bringing even relatively
small amounts of capital into promising
smaller enterprises should be found.
The business expansion scheme in Ireland
and the enterprise investment scheme in
the UK provide good examples. The US
small business administration also has
well recognised schemes.

® Cash flow problems can be particularly
serious at this stage. Urgent action must
be taken to address the problem of late
payment. The Member States should

respond positively to the proposed
directive on late payment so that it can
be adopted as soon as possible.

Expanding firms need a range of
finance opportunities together with
other forms of support, depending on their
circumstances.

¢ Introduction to business angels should
be facilitated by organising easily accessi-
ble networks and providing better com-
munication between projects and angels.

¢ Mentoring can be extremely useful to
all types of SMEs and should be encour-
aged. Incentive schemes must be created
to catalyse more mentoring by experi-
enced individuals.

The taxation regime can be particu-
larly important either in stimulating or in
hindering the development of dynamic,
highly innovative SMEs.

® SMEs should be allowed to accumu-
late tax credits for expenditure on
research and development.

® SME:s should be allowed to write-off
capital investment over a shorter peri-
od, allowing profits to be retained within
the companies. Three to four years is sug-
gested.

® Where tax relief for re-investment by
private investors and business angels is
available it is often restricted to invest-
ment in private companies. When such
tax-relief is not available it should be
introduced and, in light of the potential
increase in publicly quoted companies
(see point 16), this should be extended to
investment in public and quoted compa-
nies up to a valuation of ECU 75 million.
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Allowing investors to exit easily
from an investment is necessary to
attract capital. It is critical in persuad-
ing them to put their money into hi-tech
companies and facilitates the recycling
of venture capital to new SMEs.
Providing investment incentives is also
important for attracting key technical
and management personnel.

® The promotion of Easdaq and other
European stock markets is important in
order to increase the volume of trading
and consequently their liquidity. The rules
and regulations governing the various
European stock exchanges need simplify-
ing for SMEs and should be designed to
encourage flotations.

® All the costs associated with SME
flotations and the raising of equity in gen-
eral should be, at least, tax deductible or
form tax credits.
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® The tendency in some Member States
to lower rates of capital gains taxes
should be encouraged elsewhere. It is
believed that capital gains tax rates of less
than 10 % for investments held between
three and five years would stimulate a
substantial improvement in investment in
high-tech SMEs.

® Restrictions should be lifted on ele-
ments, such as share ownership and
options, in the reward packages neces-
sary for the recruitment and retention
of very talented people.

® It is crucial to the success of Euro-
pean SMEs that all of these financial
issues be addressed by highly experi-
enced groups at both Member State
and EU level, and that detailed action
and implementation is carried out as a
matter of urgency.



Research and innovation

There has to be a substantial improvement
in the way that SMEs make use of
research and technology. but there are
many difficulties for firms that do not
have their own R & D capacity. Again, it
is important that in-depth investigation
and action are taken on these issues both
at national and at EU level.

SMEs have to be helped to make
better use of research and technology.

® Schemes to promote technology trans-
fer and individual mentoring play an
important role in this area by bringing
experience to bear in a very practical way.

e Co-operation between SMEs them-
selves, academics and large enterprises
in ‘clusters’ is increasingly used as a
means of putting together the necessary
resources and skills and should be further
promoted. Successful 'clusters’ should be
promoted as best practice, where the
proactive initiatives by the Dutch govern-
ment are good examples.

¢ Support agencies, such as the business
Innovation Centres and other Government
or private support structures can provide
excellent assistance, but there is a need
for the exchange of best practice and an
improved performance across the board.

® [ncubators which nurture new company
start-ups should be encouraged, taking
advantage of the best practice in France.
Germany, the UK and other Member
States.

EU research and technology devel-
opment programmes need to be much
more sensitive to SME requirements

and help to bring together all the elements
(technical, financial etc) necessary for a
successtul business application of the
results of research. In particular, RTD
funds under the fitth framework pro-
gramme will need to be far better targeted
to help SME:s.

® Better information dissemination 1s
required on how to obtain a grant.

® Access and chances of success should
be made easier through the use of a sim-
plified application form for SMEs.

®* A much more rapid response on the
likelihood of success should be given to
applications by SMEs to minimise the
administrative burden and costs of keep-
ing a lot of the project and its component
parts on hold while waiting for a decision.

® Better use should be made of informa-
tion technology, electronic commerce
facilities and the Internet in making appli-
cation forms available and for submitting
proposals.

® There should be a special budget for
micro-enterprises.

BEST supports the recent EU initia-
tive to modernise the European patent
system. The use of patents by SMEs
should be further encouraged by sim-
plifying procedures giving SMEs access
to easier remedies for infringement.
The national patent offices should be
encouraged to provide a more helpful
service.

® Great importance should be attached to
having low costs for filing patents and
low first year protection fees. Some form
of tax relief or tax credits for patent costs
should be introduced.



® Translation costs should be reduced by
following the global solution proposed by
the European Oftice for Harmonisation in
the Internal Market in Alicante. This
solution would require that only a sum-
mary, extract or brief description of the
patent should be translated.

® [egal proceedings to stop infringe-
ments of patent rights should be made
easier and less expensive for SMEs, in
particular through courts being able to
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grant interim injunctions on the basis of a
prima facie infringement.

® EU measures to promote the more
widespread use of utility models are sup-
ported, but important changes are
required in the current proposals to make
them better adapted to the needs of SMEs.

® The advisory functions of the national
patent offices should be extended and the
benefits of patent protection better
explained.



Implementation

The BEST recommendations require a
precise response from the European
Commission, the Council of Ministers,
the European Parliament and the govern-
ments of the Member  States.
Observations are also invited from the
business community. Ultimately, if the
spirit of entrepreneurship and the creation
of a vibrant enterprise culture is to
become a principal driving force within
the European economy, then there must
be action now to encourage it at all lev-
els of society.

However, throughout its work BEST has
been concerned with the practicality of
the action which it proposes. Movement
can begin very soon on the large majority
of its recommendations. It is therefore
very much in line with the approach that
BEST has adopted in its task to suggest
that there should be practical measures to
ensure an effective follow-up to the BEST
recommendations. A framework should
be created in which those recommenda-
tions which have been adopted can be
clearly identified and a reasonable
timetable fixed for implementation. This
should then be supported by a mechanism
for reporting on the progress which has
been achieved. Where necessary, agree-
ment should be reached with the Member
States on procedures to co-ordinate this
follow-up activity. For example, the rec-
ommendations which relate to credit
finance for SMEs. particularly in the start-
up phase should be considered by the
round table of bankers and SMEs.

Over the longer term ways must also be
developed to make the identification and
spread of best practice a continuous activ-
ity. As far as simplifying the environment

for enterprises is concerned, close links
should be developed between the better
regulation units proposed for the
European Institutions and those at
Member State level. Beyond this initial
step there must continue to be an input
into the development of the exchange of
best practice as an important methodolo-
gy for achieving progress while at the
same time respecting the principle of sub-
sidiarity and the need for flexibility. Its
effectiveness as an instrument for improv-
ing the quality and effectiveness both of
policy and of the services provided by the
public authorities ought to be enhanced.

The mechanism for ensuring an appro-
priate follow-up to the recommenda-
tions which BEST suggests is threefold.

BEST asks that the authorities to which
each recommendation is addressed
indicate whether they accept the rec-
ommendation or not. There should be a
specific plan with a time-table as to
how the recommendation will be car-
ried out. An explanation for the rejec-
tion of a recommendation should
accompany the response.

® An annual report should be prepared
for the European Council which will set
out the actions taken at each level of the
decision-making procedure 2 the
European Commission, the Council of
Ministers, the European Parliament
and the governments of the Member
States. The annual report should be
published.

¢ The Commission, in consultation
with the Member States and business
organisations, should set up an enter-
prise Panel composed mainly of entre-
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preneurs, to make a periodic evaluation the Commission no later than 1 July
of the progress being made. This enter- 2000.
prise panel will make a first report to



Conclusions

BEST was given a challenging remit and
set itself an ambitious programme of
work. A very tight timetable was imposed
by the necessity to prepare a report for the
consideration of the Cardiff European
Council. Nonetheless, BEST has been
keen to ensure that the issues it consid-
ered had a truly European dimension and
that good practice could come to light no
matter where in the Union it was to be
found.

Evidence has been taken from the
Member States and from a broad range of
organisations in the business community
at national and local level. The wide
extent of the experience of the members
of BEST has also been invaluable in sug-
gesting avenues of enquiry and in evalu-
ating problems and proposed solutions.

Hundreds of issues have been analysed
and responses considered. A division of
labour between the working groups

proved to be an effective means of con-
ducting some of this detailed work, as is
evident in their separate reports. It was
also necessary to decide on priorities and
here BEST was encouraged by the con-
sensus around certain issues that was
apparent in the business community
across Europe. Nonetheless, the responsi-
bility for the main recommendations rests
with the members of BEST.

BEST trusts that rapid progress will be
made with its recommendations. It is to be
hoped that these recommendations will
find an enthusiastic response not only in
the Commission and the administrations
of the Member States, but also from the
social partners, entrepreneurs and the gen-
eral public. BEST has been about helping
Europe to prepare for the next century
with a revived spirit of enterprise. It is a
matter deserving the fullest support of the
people of Europe.
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