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Agenda Item

REPORT OF Economic Development Officer
To: Community and Resources Committee
Subject: Sole-traders investment scheme 
Date: 27th September, 2018 Reference:

PURPOSE OF REPORT: To present options for a business investment scheme to 
support sole-trader businesses to become employers. This report will lay out options 
for Members to debate in order to maximise the potential impact of the scheme.

1. INTRODUCTION

In 2017 a Business Planning workshop was conducted at Caddsdown Business 
Centre. One of the key outcomes agreed by council members was the need for 
increased direct involvement by Torridge District Council (TDC) officers with 
businesses in order to stimulate and support growth. £100,000 was assigned for this 
end and an investment scheme was proposed as a suitable avenue to explore by the 
Economic Development team.

This investment scheme stands to form a key part of the business growth ladder that 
the Economic Development team are developing. This ladder will seek to provide the 
necessary support to businesses at key points in their growth spectrums, be it 
financial or in terms of physical space. The proposal for this scheme is to remove the 
financial obstacle to a business of taking on their first employee, whilst also ensuring 
that suitable business planning advice is provided and training opportunities 
facilitated. As such, the scheme will not only immediately create jobs but also free up 
the business to then begin a faster phase of growth, potentially leading to the taking 
on of further employees soon after. However, as part of this plan it is essential to 
decide how the finances should be used, whether to support capital investment, to 
ease the financial burden of wages or whether they should be used as deemed fit by 
the business owner.

Background 

To precisely define the number of businesses operating in Torridge district is virtually 
impossible given that many sole traders are not picked up by traditional statistics. 
However, extrapolating out from BEIS National Business Population Estimates 2017 
we know that across the UK: 

 Of an estimated 5.7m total number of businesses it is estimated that only 45% 
are registered for VAT or PAYE; and that 

 60% of the overall total are sole traders; and that 
 76% of the overall total do not employ anyone apart from the business 

owner(s) (includes partnerships and companies without employees as well as 
sole traders). 
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Applying these national percentages to our known population of VAT or PAYE 
businesses in Torridge (i.e. 3,625 from IDBR 2017) we might estimate that the total 
number of businesses in the district is in the region of 8,000 (i.e. where 3,625 
represents 45% of the total) and the number of sole traders might be in the region of 
4,800 (i.e. 60% of 8,000). This therefore provides a key pool of potential growth 
opportunities if the support is correctly designed and applied. 

Appendix 1 of the Local Economic Assessment 2018 (Report to Devon County 
Council, April 2018, SQW) also states that “Survival rates for businesses born in 
2011 were high in Devon” (A-1, page 16), whilst the Torridge Profile 2018 produced 
by Devon County Council indicates that there are 3265 businesses currently trading 
in Torridge and VAT registered, which have a 60.5% 3 year survival rate (Devon’s 
average is 64%). 98.7% of these fit into the category of micro and small businesses. 
Again it is feasible to extrapolate out from this data that there is also likely to be a 
large number of established and viable sole traders who have so far flown “under the 
radar” but who have potential to grow.

However, the report also states that:

“Devon does well in providing an environment in which businesses can survive. This 
may be because competition is less than elsewhere and / or because proprietors are 
prepared to persist for longer. The “downside” of this situation is that it creates firms 
which are “inefficient” (on core economic indicators). On the other hand, if 
established businesses can be supported to grow, it ought to be helpful in terms of 
economic well-being.”  

Local Economic Assessment 2018, Devon County Council (pg 9)

As such, there is huge potential to stimulate this growth and increased economic 
well-being.

However, Gross Value Added (GVA) in the district  only rose by 20.3% between 2011 
and 2016, below the county trend and national average of 21.4%. Per head, output in 
Torridge is £16,094, the lowest in Devon, far below the HotSW average at £19,988 
and lower than the national average at £25,601. In short, more needs doing in order 
to stimulate growth at all levels of the economy and to support businesses to expand. 
Crucially, however, the proposed scheme must not just duplicate other existing 
programmes in order to maximise its impact and ensure the all-through support.

A traditional bank loan is the most standard financing avenue for a growing business. 
However, a standard loan to support growth is not always available to a small 
business, which might not have the pre-requisite level of collateral or evidence 
needed to receive a loan. The risk involved for a bank is not weighed up in their mind 
with the potential benefit of the funds to the business or the wider community. To 
mitigate this risk any business applying for this scheme must have worked with North 
Devon + on their business plan in order to ensure that they have a viable offer of 
sustainable growth. 
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Other funding options are available to some small businesses, such as;

 Bideford Bridge Trust funding for start-ups is limited to residents of 
Bideford or the immediate area and grants can be awarded of up to £3000 
for 1 year or £5000 over 2 years. This investment scheme will then provide 
a useful next step which can be sign-posted by the Bideford Bridge Trust.

 The option of taking out a peer-to-peer loan offers access to finance for 
growth but comes with ongoing costs and does not offer the potential for 
practical advice or support to facilitate the growth process.

 Prince’s Trust loans of up to £5000 and mentor schemes are available to 
start a business, but again the loans element comes with ongoing costs. 
The Prince’s Trust also only supports a business owner up to the age of 
30.

 Knowledge Transfer Partnerships with a university are 1 to 3 year 
programmes working with a graduate from the university, co-funded by 
Innovate UK. These focus on growing business capabilities and provide 
access to high-quality individuals and to university support. However, these 
partnerships largely focus on the development of one specific project of an 
innovative nature and are not applicable to many businesses. They also 
require longer lead-in times which will slow down the growth process for a 
business looking to expand imminently.

 South West Investment Group provide loans to support business growth. 
They state that they support many businesses which would not normally 
attract support from a traditional bank loan. However, this loan still comes 
with a repayment rate. As such, although it supports the business with its 
immediate growth it still requires the business to budget for repayments, 
limiting the long-term impact of the funds.

This investment scheme will also support the work hub which is being developed in 
Bideford with Devon County Council funding as part of their Work Hubs scheme. The 
provision of flexible hot-desking work space will benefit from an increase in growing 
small businesses which will also in turn provide a useful opportunity to market the 
investment scheme, thus again promoting the beneficial cycle for both businesses 
and the hub.

2. REPORT

The investment scheme will enable Torridge District Council to invest in growing 
businesses. The target of the scheme will be sole-traders whose business is located 
in Torridge and are looking to grow and take on their first employee. 

The scheme will offer the following plan:

 Financial support- maximum £5000 depending on the pitch and the strength 
of the business plan / potential impact and employment opportunities. 

 Clear guidelines for how the money can be spent.
 Participants will be expected to utilise the full 12 hours Growth Support 

programme (ERDF). This will include at least 3 hours of business advice from 
North Devon+ in order to develop their business plan as well as a choice of 
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modules including marketing and HR. This will be essential in order to 
develop the quality of the business plan and seek additional opportunities for 
development / funding as well as to shape the quality of the business’ future 
offer.

As such, the investment scheme stands to create at least 20 new jobs if each 
business receives the full £5000 investment. It is then hoped that the high quality 
business planning advice and training provided by North Devon+’s Growth Support 
package and these funds will promote further growth and recruitment shortly after 
taking on the first employee.

However, one of the original concepts which was suggested by members when the 
money was assigned was to develop the scheme as a Dragon’s Den style set-up, 
whereby funds would be invested in exchange for a percentage return of the 
business’ profits for a fixed number of years. This would be negotiated as part of the 
business pitch and offer from the panel. The annual returns from this percentage-
return investment will support the scheme to be self-sustaining to a reasonable 
degree, thus extending the lifespan of the assigned funds and augmenting the impact 
of the scheme. As such, there are 2 potential options for the scheme.

It must be noted that the original proposal was for a percentage-return scheme to be 
run along the lines of a Dragon’s Den programme. However, although this on paper 
initially seems to make sense, especially in terms of creating a fund which would self-
renew over time, investigations and consultation has indicated that the scheme is 
fraught with difficulties and risks. As such it does not make viable sense but has been 
included in order to provide a direct comparison with a direct investment grant 
scheme.

Options for the scheme

1) Direct investment scheme- see Appendix A for process flowchart

Benefits:
 Relative simplicity and clarity of how the money can be used.
 Simple administration for TDC.
 Sense of TDC being an organisation which is supportive of business growth.

Risks / difficulties:
 No return on investment and so finite nature of the funding pot.

2) Percentage-returns scheme-  see Appendix B for process flowchart

Benefits:
 Percentage returns would allow the scheme to be extended through 

reinvestment of those funds in the scheme.
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Risks / issues;
 Uncertainty as to whether this approach would be legal. A work-around would 

be to use North Devon + to administer the scheme, although this would then 
come with significant costs which would reduce the reserve available to invest 
and therefore significantly diminish the potential impact of the fund.

o Equally, it could easily be interpreted that this scheme put TDC into a 
position whereby it was influencing the free market across the district, 
favouring the businesses which it had invested in.

 Administrative difficulties
o Negotiating the percentage return (or should it be approached as a 

standardised percentage such as 2% regardless of the amount 
invested / impact the funds will have?).

o Completing the legal administration work to create an enforceable 
contract.

o Ensuring that returns are paid and that creative accountancy does not 
ensure that profits are hidden, ensuring that TDC does not receive 
returns.

 The success of Dragon’s Den was largely based upon businesses wanting to 
not only receive the financial support but also the mentoring and networks 
which the dragons offered. TDC would not be able to offer these added 
benefits.

 This approach would need adding to TDC’s Investment Strategy.
 Risk of TDC being viewed as money-grabbing by expecting returns for their 

investment, especially as these returns could potentially slow longer-term 
growth.

For both plans the business owner will have to submit a 3 year business plan (which 
will be worked on as part of the initial 3 hour Growth Support programme with North 
Devon+) and last year’s accounts as well as complete an application form outlining 
the expansion plans and reasons why the business needs TDC’s support to grow. 
This will be scored by the economic development team and by a member of North 
Devon + in order to assess whether the business should be taken through to the full 
pitch in front of the full grant panel. 

Key factors to consider:

 How should the funds be spent? It needs to be defined whether TDC precisely 
states how the money should be used (for example as a wage contribution) or 
whether the business is able to define how to use the money- for wages, 
capital expenditure or for potential consultancy services, such as marketing or 
additional time with a chartered accountant to explore setting up aspects such 
as PAYE and pensions contributions, which would enable further growth and 
remove delaying factors.

 Would the business be able to grow without TDC’s input? If so, would the 
growth be delayed or slowed down significantly?

o Has the business identified the additional customers who they would be 
able to attract and work with if they had increased capacity and / or 
equipment?
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o Does the business have proof that there is a desire for their services 
which they currently have to reject due to lack of capacity or 
equipment?

o Has the business identified a specific growth opportunity that they can 
expand into locally and / or nationally to capitalise upon with added 
capacity / equipment?

o Have they assessed the cash flow implications of the growth in order to 
ensure that they would be able to pay for the increased production 
without over-extending themselves?

 How to safeguard that the finances are being used appropriately (including 
best possible recruitment practices such as a transparent recruitment process 
and avoiding a member of staff being transferred across from a sister 
company)?

 Should some of the money be put aside specifically for training in order to 
increase skill levels?

 Should there be a claw-back clause if the money is misused? If so, how long 
should this period be in existence for? This comes with administration 
difficulties and the potential for TDC to be causing a business to cease trading 
or to become embroiled in legal proceedings. 

 Who should be on the grant panel? 
o Member of the Economic Development team
o Chamber of Commerce representative?
o Federation of Small Business representative?
o Council Leader / Deputy Leader or Member with responsibility for 

Economic Development
o Representative from North Devon +

 How often should the panel meet, and do representatives from all 5 need to be 
in attendance? Ideally the process should enable frequent meetings to not 
impede potential growth but equally the complexity of organising a meeting 
with 5 different organisations must be taken into consideration. The original 
proposal is for this panel to convene every 2 months. 

 Percentage-return option: How long should the percentage-return be 
applicable for in order to still make the scheme an attractive option for a 
growing business?

3. IMPLICATIONS

Legal implications

Percentage-return option: The legal team will be required to work with the business 
in order to develop a percentage ownership clause into a contract. If this approach 
was adopted it would also need to be added to TDC’s Investment Strategy.
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Development of a funding agreement for all recipients of the funds. This should 
include a claw-back clause in case the business relocates outside of Torridge within 
a 2 year period. There should also be a clause to ensure claw-back is possible if the 
funds are misused. However, within the funding agreement the precise nature of 
appropriate use needs to be clarified.

Financial implications

£100,000 has been set aside for the investment scheme. There is potential for this to 
be extended through the use of the Torridge Small Business Loans Fund after the 
impact of the initial funds has been evaluated.

Human Resources implications

The principal time impact will be for the Economic Development team to filter the 
applications, study business plans and then for the officers and the Council Leader / 
Deputy Leader or Member with responsibility for Economic Development to sit on the 
panel to assess the final pitches and decide upon who should receive the funds. 

Follow up time will then be required by the legal team to finalise investment contracts 
or funding agreements, according to which option is decided upon by Members. In 
the case of the percentage return scheme the finance team will then be needed to 
coordinate with the businesses who have received investment in order to analyse 
their accounts and to explore potential returns.

Sustainability implications

The direct grant scheme: This scheme does not generate any direct returns for 
TDC and as such the Reserve will have a finite lifespan. However, the benefits from 
the scheme will be felt through the growth that will be facilitated and the improved 
public appearance of TDC. 

The percentage-return investment scheme: This will generate a revenue from the 
businesses who have been invested in. However, this will not provide a short-term 
return on investment. Any returns would be re-invested into the scheme to extend its 
lifespan.

Equality/Diversity

Equality and diversity factors will need to be considered throughout the process.

Risk management

All businesses and investments come with risk. However, by investing in businesses 
which are looking to grow beyond being sole-traders means that the business has 
proved itself to be viable.

In the case of the percentage-return scheme there is far more risk. TDC could be 
accused of unfairly supporting specific businesses. There is also potential for the 
expected returns to be hidden as part of accountancy practices to limit the impact 
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and sustainability of the programme, which would open TDC up to accusations of 
inefficiency.

There is also a risk for the legal team as they seek to negotiate how the percentage 
agreement can work in order to develop a contractual agreement with the business.

A further risk is in the case of misuse of funds. If TDC seeks to invoke the claw-back 
clause this could create embroil TDC in legal proceedings and create significant 
negative publicity for the council.

Compliance with policies and strategies
The principles of a business investment scheme that helps to secure small business 
growth are complimentary with the Council’s strategic  priority to Develop a 
Prosperous and Sustainable Economy

Lead Member views

Cllr Bob Hicks -
“Torridge needs to make sure that it is making money available  to support a 
business to grow. From my years of experience I know that taking on the first 
employee is one of the biggest obstacles which needs to be overcome. This scheme 
needs to make sure that for the right business the money is there but also that it is 
easy for a business to get advice on business planning and setting up details such as 
PAYE and pensions easily and without delaying the creation of jobs.”  

4. CONCLUSIONS

The investment scheme will allow businesses to receive crucial financial support but 
also clear support for how to grow effectively thanks to the business advice provided 
as part of the Growth Support package from North Devon+. This aspect will be 
hugely beneficial to ensure that the business is well set-up to grow efficiently as well 
as saving the sole-trader time and stress. 

The scheme thus stands to support Torridge District Council’s strategic goal of 
supporting business growth and increasing productivity. It will have a beneficial 
impact on the proposed work hub in Bideford and also create a more dynamic 
business scene in the district, providing an incentive for sole-traders to locate their 
business within the district’s boundaries in order to ensure eligibility. The scheme will 
also very visibly demonstrate that Torridge is taking a proactive stance to business 
support and is a supportive local authority. As a side-effect this scheme will also 
support North Devon+ to increase uptake for their full 12 hour Growth Support 
provision.
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5. RECOMMENDATIONS

The direct grant scheme will provide a far more manageable, efficient process which 
can be rolled out quickly and have a larger immediate impact on the local business 
community, whilst sending out clear signals that TDC is actively supporting the 
business community to grow. Although the percentage-returns scheme has potential 
to extend itself it comes with significant drawbacks and risks which could mire the 
scheme in both administrative and legal issues, thus significantly limiting the actual 
impact of the scheme.

As such, it is my unequivocal recommendation that we adopt the direct grant 
scheme. This scheme will offer clear benefits of job creation and can be managed 
efficiently without incurring significant time delays or administration costs. 

It is recommended that a clear process be established for how to apply to the grant 
scheme and that criteria are developed which show eligibility. As part of this a points-
scoring system will be created to develop an objective scale to judge business 
proposals. 

When the processes and criteria have been established the scheme should be 
marketed across traditional and social media sources, to the town and parish 
councils, Federation of Small Businesses, Chambers of Commerce as well as in the 
work hub in Bideford. 

Case studies should be created to assess the impact of the grants and to celebrate 
the work of the businesses who have been involved.

At significant milestones, such as after 1 year and /or the full assignment of the funds 
a full evaluation of the scheme’s impact should be undertaken. This should address 
the number of jobs created and the relative state of the business before and after the 
investment. This evaluations should then be used to influence the development of 
any longer-term follow-up schemes.


