In Need of Advice?
Findings of a Small Business
Legal Needs Benchmarking Survey

ProfessorPascoe Pleasence
and
Dr. Nigel J. Balmer

Cambridge
April, 2013



In Need of Advic@
Findings of aSmall Business Legal Needs
Benchmarking Survey

A REPORT TO THE LEGAL SERVICES BOARD

April 2013
Written by

Pascoe Pleasence
Nigel Balmer

© Legal Services Boar@013

Published by PPSR, Cambridge, United Kingdom.

PPSR is a trading nhame of Pascoe Pleasence Ltd, registerefnigland No. 7867028.
Registered OfficelUnit 11 Hove Business Centre Fonthill Roadove, East Sussex, BN3 6HA

All rights reserved. You may not copy, reproduce, republish, post, distribute,
transmit or modify in any way without prior written permission. Application for
permission for use of copyright material, including permission to reproduce
extracts in other pubdished works, shall be made to theopyright holders. Full
acknowledgement ofcopyright holders and publisher must be given.



TABLE OF CONTENTS

Page
Executive Summary [
1. Introduction 1
2. LegalCapability and the Use of Legal Services 11
3. The Experience of_egalProblems 25
4. The Impactof LegalProblems 57
5. Responses td_egalProblems 65
6. The Outcome ot.egalProblems 83
7. Risk, Attitudes andLegalProblems 89
8. Summary and Comparison with the Experience of Individual 94

Citizens



Executive Summary

Introduction

This report presents an analysis of a survey of 9,703 small businessdsdetails
their use of legal servicesand their experience of and responses to legal
problems!. The survey was conducted by YouGpwith respondents drawn from
their online panel. 4,389 (45%) respondents were single person businesses,
4,266 (44%) other micro businesses (fewer than 10 employes), and 1,048
(11%) other small businesses (fewer than 50 employees).

The survey collected detailed information on:

e The characteristics of those small businesses participating in the
survey.

e The nature of internal legal expertise and routine use of led services.

e The nature, pattern, impact and outcome of legal problems faced by
small businesses.

e The strategies employed by small businesses to deal with legal
problems, including their use of formal (paid for) and informal (friends
and family) sources otelp.

e Broad levels and patterns of usage of legal services by small businesses.
Legal services here being taken to include not only traditional and
dedicated legal serviceg OOAE AO Ol 1 EAEOI 008 AEOI Oh
trademark attorneys and licengd conveyancersz but also services
provided by other types of organisation that routinely assist with legal
issues. These include accountants, HR and payroll support services,
property management services and debt recovery firms.

s A A oA A

e 31 Al 1T AOOETeAD AW dulatodaddIéysl Services.
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It represents the first survey of its kind in the UK, but builds on the strong
tradition of legal needs surveys of individual citizens, and additional
developmental work that produced a framework for this particulr survey?.

How small businesses are able to deal with legal issues may be critical to
their development and growth. This means that the accessibility, usability and

‘The term O1 ACA1  DOT Al AT 8 EO OOAA OEOIGHDEYG PL2(MEEO OADI O
not those concerned appreciate thig could potentially be resolved through legal process.

2l &OAI AxT OE &£ O " AT AEI AOCEET C 31 Al1T " OOET AOGO #1100Ii
Pleasence, Balmer et al, LSB 2012https://research.legalservicesboard.org.uk/wp-
content/media/2012 -Smallbusinesslegalneedsframework.pdf
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utility of legal information and services is of direct relevance to efforts to
improve the business environment and promote economic growtly and of
particular relevance in the smallbusiness context. The report provides a wealth
of insight for regulators, policy makers, providers of legal serviceand others
interested in improving access to justice into the legal needs of small businesses.

Legal Capability

6.4% of small businesses contained a qualified lawyer or person trained to
handle legal issues, with the figure rising with size of business. Areas of legal
expertise linked to the types of problems businesses faced. 9.1% of small
businesses had retainer greements for legal services, and 2.2% for

HR/employment services. Having agreements for legal and HR/employment

services were strongly related.

The likelihood of legal services being retained varied by business sector.
It also varied by business size, gl status and turnover, with larger businesses,
public limited companies and higher turnover businesses the most likely to have
agreements. Businesses that had traded for less than a year were less likely than
others to retain legal services, as were tha@sthat had no internal legal expertise
and those that reported the lowest number of legal problems.

74% of small businesses had made use of an independent legal or other
business support service with a likely legal dimensionn the preceding 12
months. 2@ of businesses had made use of a legal service, 19% formally. The
most commonly used legal service wadh OT 1 EAEOT 008 AZ£EOI j OOAA
businesses, 1% formally). Of other services, accountants we most often used
(used by 63% of small businesse$4% formally).

Levels of legal need

In the past year, 38% ofsurveyed small busines®s experienced one omore
legal problems. Problem prevalence varied significantly by the size of the
business, with 29% of single person business experiencing a legatoblem,
compared to 56% for micro businesses, and 77% for other small businesses.
Multivariate statistical analysis was usedto identify the business characteristics
associated with legal problemprevalence Prevalence varied by business sector
with small businesses in the transport and communications sector having the
highest problem prevalence (43%), and those in the health sector having the
lowest level (30%). It also varied by legal status with 41% of public limited
companieshaving experienced a legal problem in theprevious year, compaled to
just 24% of partnerships.Small businesses with higher turnover werealso more
likely to experience legal problems, with 49% of small business with turnover of
£1m or more having experienced a legal problem ithe previoustwelve months,
compared to 29% of those with turnover lower than £50k. Unprofitable



businessesand businesses trading for longer periods als@xperienced more
legal problems as did thosewith retainer agreements in place for legal or
HR/employment services, orwith in-house legal expertise

In terms of diversity of ownership, businesses with a majorityof BME
senior managers had significantly higher rates of problem incidence than other
businesses(48% compared to 37%. A similar difference was also observed
between businesses with a majorit§ of senior managers who had a disability
and others 64% compared to 37%.

Looking at the volume of legal problems, in all, 93,205 justiciable
problems were reported by the 9,703 sample small kainesses. The mean
number of problems faced by businesses that had faced one or nsoproblems
was therefore twenty-five (9 across all businesses), with the median number
being three.

Overall, businesses most often faced problems concerning trading (25%),
followed by problems concerning employment of staff (9%), tax (9%), business
premises (8%) and regulation (6%). Within the trading problem category, the
most often reported problems concerning the quality of purchased goods (8%),
late/non -payment for sold goods (6%) and late delivery of purchased goods.
Within the tax category, the most common problems concerned liability for tax
or the amount of tax owed (5%). Within the employment category, they
concerned staff misconduct (2.9%), staff dismissal (2%) ancedundancy (2%).

In the business premises category, they concerned maintenance by landlords
(2%), terms of leases (2%) and rent arrears (%). In the regulation category,
they concerned health and safety (1%) and mandatory licensgsermits/
accreditation (1%). The experience of each problem type varied by business
characteristics. The full report explores each category in depth.

Turning to the experience of multiple legal problemstax and regulation
related problems were closely related and, along with prblems concerning
employment and business premises formed a broad cluster. Problems
ATTAAOTET C ETOAI T AAOOAT DPOI PAOOGUR O1 OEAOS
formed a problem cluster. Trading and debt related problems did not belong to
any well-defined problem cluster.

There were some differences in the clusters identified for different size
businesses. For example, for businesses with between 10 and 49 employees,
problems concerning trading and employees formed a distinct cluster.

Impacts of legal prokems on businesses

Sngle person businesses reported a greater proportion of problemsategorised
as least serious 7 28%, compared to 21% for others. Problems concerning

® Including 50/50 senior managent splits.
* Including 50/50 senior management splits.



trading were also more often rated as least serious (34%)Problems concerning
business structure/ownership (15%) and business premises (17%) were least
often rated as least serious, and more commonly featured higher up the severity
scale. No other notable differences were apparent.

Justunder half of legal problems (45%) were repored to have had a
tangible impact on the business, with problems concerning business
structure/ownership most often having negative consequences (60%). Other
AFAAOT OO AOOT AEAOAA xEOE 1 ACAOEOA EI PAAOD
whether or not businesses contained legal expertise, had retainer agreements for
legal services or had retainer agreements for HR/employment services, and
whether or not businesseshad a majority of BME senior managersor senior
managers with a disability. No association wasound between problems having
had negative consequences and business size.

Respondents were asked to estimate the monetary value of the adverse
consequences of these problems, reporting a median value of £1.2k per problem.
If the value of the adverseconsequences of problems is scaled up to the volume
of all problems and the population of all United Kingdom businesses, it points to
a loss to small businesses thahay be in excess of £100 billion per year.

Different types of adverse consequence were ssciated with different
levels of value, with problems that led to businesses having to cease trading
among those associated with the highest values. Legal status, sector, number of
years trading, turnover, problem type, legal expertise and businesses rating
legal services were also significantly associated with impact value. No
association was found between the value of consequences and business size,
whether businesseshad a majority of BME senior managersor senior managers
with a disability .

Resmnses to legal problems

In its totality the survey clearly identified a substantial level of need for legal
services among small businesses, and significant costs to business as a result of
legal problems. How businesses respond to these problems was tloeus of the
next part of this study.

The survey included detailed questions about one problem (randomly
selected where respondents had experienced more than one) with analysis being
weighted to reflect the broader profile of problems in terms of problentype.
Overall, businessesook no action to deal with 9% of 3,461 problems about
which businesses were able to provide a definitive response. In the majority of
cases (52%), businesses dealt with problems entirely on their own. Independent
help had beenobtained in respect of 29% of problems, 16% in the case of help
from(traditional or dedicated) legal services.

Not accounting for other factors, there were significant differences in the
strategies adopted by businesses of different sizes. Single personsimesses



more often took no action to deal with problems (10%), more often acted
entirely on their own (57%) and less often obtained independent help (11%),
particularly from legal services (10%). In contrast, businesses with between 10
and 49 employees btained help from legal services on almost onéhird of
occasions (31%), and far less often acted entirely on their own (37%) or took no
action at all (5%).

Significant differences were also evident in the resolution strategies
reported for different types of problem. So, small businesses much more often
dealt with problems concerning trading entirely on their own (66% vs. 45%). On
the other hand, problems concerning trading were the least likely to involve
independent help (18 % vs. 35%). Help from legalesvices was most associated
with problems concerning intellectual property, employment and ownership
structure (27%, 26% and 26%, respectively, compared to 11% for other
categories of problem). Help from independent services other than lawyers was
most as®ciated with problems to do with tax (25% vs. 11%)

Multivariate analysis indicated that the key predictors of whether or not
businesses took action to resolve problems were profitability of businesses and
problem severity. Profitable businesses were highlgignificantly more likely to
take action. In percentage terms, compared to 87% of unprofitable businesses
taking action when faced with problems, the model suggested a similar
percentage for those who were unsure (88%), and a significant increase to 93%
for profitable businesses. The study also found only modest differences in the
likelihood of taking action by sector, legal status of businesses, number of
business relationships and between problems of different types.

With regard to responding to a legalproblem by seeking legal advice,
turnover, whether or not businesses had an owgoing contract for legal services,
severity and, particularly, problems type and whether problems were
AEAOAAOAOEOAA AO O1 ACA1I 8 xAOA Al lAs EAU
turnover increased, so did the likelihood that businesses would seek legal advice
for problems. However, the most significant predictors of the use of legal advice
were problem type and whether or not problems were characterised as legal.
Particularly low rates of legal advice were observed for tax problems (5%). This
was in contrast to employment (18%) and, particularly, structure/ ownership
problems (21%), which were the most likely to result in businesses obtaining
legal advice. where problems werenot characterised as legal by businesses, 11%
obtained legal advice. The model suggested this would increase to 33% for
problems characterised as legal. Seeking legal advice varied to a smaller degree
by business sector, legal status, and size, but the djualso found little or no
evidence that the number of years businesses had been trading, whether or not
they had internal legal expertise, their number of business relationships,
whether they had aretainer for HR or whether they had a majority of BME
senior managers or senior managers with a disabilityhad any bearing onthe
likelihood of obtaining legal advice for problems.

DO/



The most common sources of help made use of by small businesses in
respect of legal problems were solicitors 2% of problems aboutwhich help
was obtained), followed by accountants (21%), trade bod&professional
associations (%0), barristers (6%) and HR/employment services (5%).
Excluding problems where help was obtained only from friends or external
colleagues, the figures wer&9%, 22%, 9%, 5% andb%.

Looking at all problems, solicitors were used in relation to 12%,
barristers 2% and other legal services 2%0Other legal services that respondents
described using included Citizens Advice Bureaux (usedrfd% of problems)
and, seemngly, a broad range of legal helplines (most notably that of the
Federation of Small Businesses (used for 0.4% of problems)).

Single person businesses made less use of traditional legal service
providers, such as barristers and solicitors, compared to o#r types of small
businesses. The use of independent advisers also varied considerably by
problem type. Solicitors were less often used in relation to problems concerning
trading (7%) or regulation (8%). In contrast, they (and barristers) were often
used n relation to problems concerning business structure/ownership (23%
and 4%) and intellectual property (21% and 4%). A small number of patent
attorneys/agents were also mentioned (0.1% of problems) in relation to
problems concerning intellectual property. Usurprisingly, accountants were
most often used in conjunction with problems concerning tax (23%) or business
structure/ownership (22%). And, HR/employment services were most
commonly used in the case of problems concerning employment. Trade
bodies/professional associations were most commonly used in relation to
problems concerning intellectual property (8%) and regulation (7%).

Respondents also described situations where they had contacted services
only to be told they were unable to help, with 28% of smhbusinesses having
been through this experience. this included solicitors (7.3%), accountants (8%),
trade bodies/professional associations (4%) and Business Link (4%).

Businesses made use of the Internet in connection with legal problems on
43% of occasons, with single person businesses doing so more often than others
(46% compared to 43% for other micro businesses and 39% for other small
businesses). Most commonly, the Internet was used for obtaining information on
the law or how to deal with problems(72% of occasions on which the Internet
was used).

The study shows that while only 6% of problems involved any formal
process and just 2% of problems resulted in a court or tribunal hearing. Online
dispute resolution and medication or conciliation were nore commonly used
(6% and 5%). All forms of process were more common among larger small
businesses, though processes used varied by problem type, and strategy. Indeed
those problems that saw help obtained from legal services much more often
involved formal process (17%) and court or tribunal hearings (8%). However,
this should not be taken to indicate that the involvement of legal services brings

vi



about an increase in the likelihood of formal process being utilised. The
association could also be a reflectio of the use of lawyers consequent upon
process becoming inevitable, or the relative severity of the issues, or the nature
of the problem.

Outcome of legal problems

The mog common manner of conclusion ofa problem was a negotiated
settlement (43%), with one in seven negotiated settlements being described as
AARAET ¢ OOEOI OCE Oii AAT AU xEI xAO AAOQEI C A
Independent action on the part of one or other of the parties was also a common
manner of conclusion (21%, split broadly event between each party). Larger
small businesses more often saw their problems conclude through
court/tribunal/appeals service decisions or mediation/conciliation, while single
person businesses much more often saw their problems conclude through online
dispute resolution. Also, while larger small businesses more often reached a
negotiated settlement, single person businesses more often ended up simply
putting up with problems.

Outcomes varied significantly by problem types. Problems concerning
trading less dten concluded through a third party process or through
independent action taken by the business. On the other hand, they were the
most likely to conclude through an online dispute resolution process (19%). As
might be expected, tax problems less often ocluded through independent
AAOGETT AU OEA O1 OEAO OEAAGh O1T OOAA OEAI OAI
through an online dispute resolution process. As would be expected, given the
nature of employment law, employment problems more oftn concluded through
mediation/ conciliation, with none concluding through an online dispute
resolution process. Problems concerning business premises and intellectual
property also more often concluded through mediation/conciliation, with the
latter type of problems being the most likely to do so (10%). Problems
concerning business premises also more often concluded through independent
third parties other than courts/tribunals/appeals services. Problems concerning
AOOET AOO OOOOAOOOATIT xT AOOEEBEAROAT ®AAB 1 © O
(16%).

The favourability of outcomes varied significantly by business size. So,
whereas single person businesses reported unfavourable outcomes for 19% of
problems, the figures were 14% and 9% for other micro and other small
businessesrespectively.

Attitudes to legal services

The survey found that, 26% of respondents agreed thtdEO EO [ 1 OA EI BT O
comply with the spirit than the letter of the law legal processes are essential for
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AOOET AOGOGAOG O1 AWwtEISDA disagte&inky ERespange§ EoihOto 6
situation where the majority recognising the importance of law in business, but
only a small minority seeing using lawyers as a way to resolve these: 54% of
OAODBIT 1T AAT OO leya prdcdsdes dbeEehsdntiadfor busiresso enforce
their rightsh 6 xEOE xb AEOACOAAEIT C8 (1 xAOAOh pob
dawyers provide a cost effective means to resolve legal issuesx E O E TLb
disagreeing

Attitudes to law and legal servicevaried significantly by size of business
Z 12% of single person businesses agreed that lawyers provide a cost effective
means to resolve legal issues compared to 18% for other micro and 23% for
other small businesses, for example. Further there were also substantial
differences in the problem resolition strategies adopted by businesses in which
respondents exhibited different attitudes to law and legal services. So, for
example, when respondents strongly agreed that law and regulation provide a
fair environment for business to succeed they also repted that their businesses
had dealt with legal problems with the help of a legal service 27% of the time,
compared to 12% of the time when they strongly disagreed. Conversely, the
businesses less often acted entirely alone or with the help of other typesf
independent service.

Comparing the Experience of Individuals and Businesses

Asx EOE ET AEOEAOAI AEOEUAT Oh Oi Ai'il AOOET AOO!
xEOE 1 Axé8h AT A AO ET DAOOITAI 1 EOAOh 1 ACAI
business.

For both individuals and small businesses, distinct patterns of
vulnerability to problems are evident (both overall and in respect of particular
problem types). For example, reflecting the economic nature of the society we
live in, for both individual citizens and businesses the landscape of legal
problems is dominated by problems concerning trading, either from the
consumer side or the supplier side. However, while the experience of legal
problems by individuals is closely associated with socieconomic dsadvantage,
it is larger, higher turnover and longerlived businesses that appear most
vulnerable z though it is to be noted that unprofitable small businesses, BME
controlled and disabled controlled businesses were found to be more likely to
experience poblems than others. This last finding mirrors findings that
individuals with a disability are among those most likely to experience legal
problems.

Turning to strategies adopted to resolve problems, similarities are
evident between the behaviour of indivduals and small businesses. As with
individuals, problem type, problem severity, problem characterisation, turnover
(or income in the case of individuals) were all associated with obtaining legal
advice. Also as with individuals, solicitors were (perhaps nsurprisingly) the
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most common source of independent help. And again as with individuals, a
significant number of businesses sought helpbout problemsfrom services that
they subsequently found were unable to assist.

Similarities between the experience ad behaviour of individuals and
businesses are also evident in relation to how problems conclude. For both
individuals and small businesses, it is unusual for problems to conclude through
courts, tribunals, mediation or conciliation. The most common mannerof
conclusion for both individuals and small businesses is negotiated settlement,
with third party interventions also relatively common.

Thus, in negotiating the law filled world of today, it would appear that the
experiences of individuals and businesses while distinct, exhibit many
similarities z no doubt attributable to shared understandings, predispositions,
opportunities and costbenefit-assessments.



Introduction

Summary

There are around 4.8 million private sector and 81,000 notrofit enterprises in the
United Kingdom. The 99% of these with fewer than 50 employees account for mor
than 1/3 of turnover and around 1/2 of jobs outside the public sector. )

Small businesses oper@A ET A x1 OI A OEAO EO OA&l |
with problems with a legal dimension may be critical to their development and
growth. This report sets out the findings of @ OO OAU 1T £ OI Al 1 AC
of, responses to and abilityfo cope with legal problems.

The survey was conducted via the Internet by YouGov, with respondents draw
from YouGov online panel members. In all,he achieved sample for theSmall
Business Legal Needs Benchmarking Sureeynprised 9,703 small businessespf
which 4,389 (45%) were single person businesses, 4,266 (44%) other micrt
businesses (fewer than 10 employees), and 1,048 (11%) other small businessi
(fewer than 50 employees). The sector spread of the sample businesses was broai
in line with official estimates. 51% of businesses were sole traders, 35% privat
limited companies, 8% partnerships, and the remaining 6% had another legal statu:
Legal status varied considerably by size of business.

Excluding single person businesses, 66% of businesses wefamily owned, 65%
had a turnover of less than £100k (9% had a turnover of £1m or more), and 639
reported being profitable. These figures are similar to those reported from the BI¢
Small Business Survey.

There are around 4.8million private sector and 81,000 norprofit enterprises in
the United Kingdom(Department for Business, Innovation and Skills 202)2Most
are very small. Around three-quarters have no employees (excluding owners),
95% have fewer than 10 employeesand 99% have fewer than 50 empoyees
(Department for Business, Innovation and Skills 2012)Nevertheless taken
third of turnover and around half of all jobs outside of the public sector
(Department for Business, Innovation and Skills 2012)

Small businesses ar¢he lifeblood of the United Kingdom economyTheir
ability to prosper affects us all.The obstacles small businessesface in their
development and growth aretherefore important to understand, as potential
obstacles to the effective functioning of the economgs a whole

Just asdo individuals, businessescome into being,operate and expire O E 1
an OAOUAAU x1 Ol HoodélEvitD EOx88 j ( AAEAEAT A c¢mpr
Consequently, they inevitably androutinely encounter issues with a legal

S4EA AAZET EOCEIT 1 &£ OIEAOI & AT A OOCIi Al1 6 AOOET AOGOGAO O
and Skills in its business research is of businesses with fewer than 10 and 50 employees,
respectively.



dimension, some of which becomeproblematic. Problems of this type, which for
AT 1 OAT EAT AR xA OAEAO O1 AO O1I ACAl DBOIT Al Al O
and whether or not those concerned appreciate thig they could potentially be
resolved through legal process

O0AOOEAEDAOEITT OEAT OUGblegd) e qiidabie) OEAO A
problems varies with form and level of participation in economic activity (Van
Velthoven and Ter Voert 2005) For example as trading increasesparticipation
theory would suggest that problems concerning contracts for, and the
regulations surrounding, the sale ofgoods and serviceswould also increase
Similarly, as businesses grow, geographically expandy take on more staff, they
will more often encounter problems concerning taxation, regulation, premises
and the recruitment and performance of staffln addition, as businesses increase
the range of their products or identities, they will encounter more problems
concerning intellectual property rights.

However, in addition to form and level of partici@mtion in economic
activity, predisposition to act to prevent problem occurrenceunderstanding of
potential issuesand broader capability also playa role in vulnerability to legal
problems (Croes 2012) These vary by type of business (e.g. by sector,
independence of management, concern with reputatigretc) and, importantly in
this context, are afected by business size (Croes 2012).

Small businesses, while not likely to be exposed to as mapgtential legal
problems as larger business, tend to have a narrower range oahternal
capabilities, fewer past encounters with problemsto form the basis ofprotocols
(Asia Consulting Group and Policy 21 2008), and less scope to purchase
specialist services either before or after problems strikeé

Yet, row small businesses are able to deal withegal problems may be
critical to their development and growth. Thus, the accessibility, usability and
utility of legal information and services is of direct relevance to efforts to
improve the business environment and promote eceomic growth z and of
particular relevance in the small business context.

In this report we build upon the preparatory work set out inA Framework
£l O OEA " A1 AEI AOEET C T &£ 31 AI1T " OOETAOGO #I1
ServicegPleasence et al. 2012) and set out théndings of a survey of small
AOOET AOOAOGGE A obA O rdiafil ® cipeEith sy @ddlenmsOA O Of

TheSmall Business Legal Needs Benchmarking Survey

The Small Business Legal Needs Benchmarking Sumweg the fourth survey of
Oi Al 1 AOOEIT A GOoRicyd problents AdndudtédAnithe tradition of

6 Aside from resources, when it comes to choices around the mobilisation of lawyers, factors such
as sector norms, understanding, independence of management and concern with reputation are
again also likely to be of relevance (Croes 2012).
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(usually ET AEOEAOAT AlEgal héeddburvelis ektén@idgAagk teClark
and Costved O j pusveypidhe need for and use of legal services by both the
Depression (Pleasence et al. 2012)The two other, larger scale small business
legal needs surveyswvere conducted in Hong Kong (Asia Consulting Group and
Policy 21 2008) and the Netherlands (Croes 2012).

The Small Business Legal Needs Benchmarking Sumweg therefore the
first small business legal needs survey to bendertaken in the United Kingdom.
It was also uniquely detailedin its implementation; to provide as clear a picture
of small business experience as possiblgithin the context of the survey, and to
allow the testing of a broad range of concepts, appaches and questions. The
survey drew from the earlier small business legal needs surveys, butas also
directly influenced by the (individual citizen focused)Paths to Justicesurvey
(Gem 1999) and English and Welsh Civil and Social Justice Sur{€g3$)
(Pleasence et al. 2011). These last two surveysovided the inspiration for the
guestionnaire structure and form of the core questiong(set out as an Appendix).

The survey was conductedvia the Internet by YouGov, with respondents
drawn from YouGov online panel members. All respondentsidicated that they
had dayto-day knowledge of the running of the businesses they answered on
behalf of. For businesses with 10 or more employees, onlgspondents in senior
management positions were included in the final samplé.

YouGov panelmembers constitute a lessrepresentative sample frame
than alternatives discussed in A Framework for the Benchmarking of Small
"OOET AOGO #1711 001 A ®Qségal.SénicdAls&itie cohdudt of Ghd A
survey via the Internet, particularly through the use of a broaebased panel,
increased the risk of satisficing behaviour and wayward response$However,
the benefits of conducting a survey at low cost across abroad range of small
business typesz to establishbroad patterns of experience and testhe utility of
the various lines of enquiry and formsof questions used in the survey were
substantial.

In broad terms, the Small Business Legal Needs Benchmarki@grvey
collected detailed information on

¢ The nature, pattern, impact and outcome degal problems faced by small
businesses.

710,535 people completed the online questionnaire, but respondents in businesses with 10 or
more employees were subsequently filtered out if not business owners or in a senior
management position, (even though reporting that they had good knowledge of dag-day
operations of the business) owing to the relatively limited likely exposure of such respondents to
business activities.

8|t is evident from close inspection of the data that a small number of respondents provided
inconsistent/unlikely responses. The extent of these responses is unlikely to ha& materially
affected thefindings, and is itself a useful indication of the steps that would be warranted in a
scaled up exercise to maximize data reliability.



e The strategies employed by small businesses to deal witbgal problems,
including their use of informal and formal sources ohelp.

e Broad levels and patterns of usage of legal servicdsy small businesses.
Legal services herebeing taken to include not only traditional and
dedicated legal serviceg OOAE AO O1T 1 EAEOI 008 &EEOI Oh
trademark attorneys and licens& conveyancersz but also services
provided by other types of organisationthat routinely assist with legal
issues. These include accountants;lR and payroll support services,
property management services and debt recovery firms.

e SmallAOOET Attdu@ds @daw, regulation and legal services

e Thecharacteristics of those small businesses participating in the survey.

In terms of the structure of the survey questionnaire, threspondentswere
first asked some introductory questions about the nature of the business. They
were then asked about use of independent professional servicesover the
preceding year, as well as the subject area of help received.

To identify overall service use, respondents wer asked:

@Vhich of these independent professional services has your business
made use of in the last 12 months?

Please exclude any services that you deliver as part of your business.

Please say if these services have been provided formally or infillyma
By formal we mean a paid for service and by informal we mean advice
or a service delivered by friends or family, for example.

The categories provided were:accountant; tax adviser; financial adviser;
OT1 1 E A Efiod; O Bafrister;  licensed  conveyance  patent/trademark
attorney/agent; a legal helpline; another legal serviceCitizens Advice Bureau or
similar independent advice agency; debt collection/recovery service;
HR/employment service (includes outsourcing); and, other business support
service. ADT h & 0O AAAE AAOAcCi ouh OEA T1TPOEITO
Apbl EAAAT A6 xAOA DOl OEAAAS

Next, respondentswere asked whether the businesdiad experienced one
or more of a series 000 legal problems set out in 9 broad categories:

Trading (sale andpurchase of goods and services)
Tax

Employment (excluding work place injury/iliness)
Business premises

Debt

Intellectual property

Regulation

Business structure



e Other

To identify problems, for each problem category, respondents were
asked:

On the last 12 months, has your business faced any significant
problems concerning the following®

A list of constituent problem types was then provided. For example, for
employment related problems, the constituent problem types comprised: staff
misconduct (including unauthorised absence and disciplinary procedures);
dismissal (or threat of dismissal) of staff; making staff redundant; content or
exercise of parental (including maternity) rights, leave/pay, or flexible working
requests; payment of wages/pension; workng conditions; other employment
contract issues (including changes to contract terms); adjustment to
jobs/workplace for disabled workers; complaints/grievances made by
employees/job applicants (including allegations of discrimination and
harassment); employment of non-EU nationals.

Those respondents who reported one or more probles were then asked
about how the businessdealt with one problem in detail and any remaining
problems of the same type in outline. Detailed questions on problem resolution
included questions about the nature of the parties, blame, problem
characterisation (i.e. whether the problem was seen as being legal or of a
different nature), problem severity, problem impact, sources of help, processes
used, form of outcome, favourability obutcome and problem duration.

All respondents were then asked questions about senior management
teams and then, finally, about their individual attitudes to business risk,
law/regulation and legal services.

The full questionnaire is included as amppendix to this report. Fieldwork
was conducted in December 2012 and January 2013.

TheSmall BusinesseSample

In all, the achieved sample for the Small Business Legal Needs Benchmarking
Surveycomprised 9,703 small businesses, of which4,389 (45%) were single
person businesses, 4,266(44%) other micro businesses (fever than 10
employees), and 1,04811%) other small businesses (fewer than 50 employees).

Table1.1 z Sample Businesses by Sector

Primary 246 25 3.2
Production 553 57 5.2
Construction 735 7.6 19.0
Wholesale and retail trade 973 100 10.7



Hotels, catering and leisure 630 6.5 7.8

Transport and communication 1,346 13.9 11.7
Finance, insurance and reaéstate 646 6.7 3.5
Education 524 54 5.1
Health 422 4.3 6.3
Consultancy services 1196 12.3 13.9
Not for profit and voluntary 417 4.3 -
Other business, public admin. & defence 2230 20.8 14.0

As can be seen from Table 1.1, the majority of the samplesimall
businesses operated in the service sector, with just 16% operating in the
primary (i.e. agriculture or fishing), production (e.g. manufacturing) or
construction sectors. Transport and communication, consultancy services and
wholesale and retail trace represented the most common discrete sectors. In
comparison with the actual small business population (as detailed by the
Department for Business, Innovation and Skills (2012)), construction sector
businesses were noticeably underepresented among the ampled small

AOOET AOOAOh xEOE OOAT OPI OO0 AT A Aiii Ol EA

over-represented.

51% of businesses were sole traders, 3% private limited companies, 8%
partnerships, 2% limited partnerships, 2% public limited companies and the
remainder hadanother legal status(including 253 charities).

As would be expected, legal status varied considerably by size of business
(Table 1.2). So, while85% of single person businesses were sole tradershe
same was true of only 2686 other micro businesses andust 12% of other small
businesses. On the other hand, whilgist 13% of single person businessewere
private limited companies, thesame was true of 52 of other micro businesses
and 62% of other small businessesLooked at the other way araind, 75% of
small business sole traders weresingle person businesses, with the figure
reducing to 17% for private limited companies and 7% forpartnerships. On the
other hand, 19% of private limited companies, had 10 or more employees,
compared to 13% ofpartnerships and 2% of sole traders.

Excluding single person businesses, 54% of businesses were private
limited companies, 21% were sole traders, 13% were partnerships3% were
limited partnerships, 3% were public limited companies and 5% had another
legd status. These are simar figures to the 59%, 19%, 106, 2%, 2% and 5%
reported through the BIS Small Business Survey (IFF 2011).

Table1.2 7 Legal Status of Sample Businesses by Size

Single N 3,726 575 53 35 4,389
person % 84.9% 13.1% 1.2% 0.8% 100.0%
Other N 1,109 2,201 593 363 4,266
micro % 26.0% 51.6% 13.9% 8.5% 100.0%



Other N 121 653 96 174 1,048
small % 11.5% 62.3% 9.2% 17.0% 100.0%

81% of sample businesses were family owned (i.e. majority owned by
members of the same family). Evidently this was the case for all single person
businesses, so the figures were lower for other micro (70%) and other small
businesses (47%). So, excludingrgyle person businesses, 66% of businesses
were family owned. This is similar to the 62% figure reported for equivalent
businesses through the BIS Small Business Survey (IFF 2011).

For those bushesses that provided figures, 4% had an annual turnover
of less than £50k, and 65% had a turnover of less than £100k. At the other end of
the scale, 9% had a turnover of £1m or more, and 2% had a turnover of £5m or
more. Again, turnover varied considerably by size of businesSo, while 826 of
single person businessesvith a reported turnover had a turnover of less than
£50k (67% of all single person businesses)the same was true of just 26% of
other micro businesses and 1% of other small businesseBhe median turnover
for other micro businesses was £100kE249k (similar to the £253k reported
through the BIS Small Business Survey (IFF 2011)), and for other small
businesses it was £1¥E4.9m (similar to the £1.4m reported through theBIS
Small Business Survey (IFF 2011)).

Linking to this, 76% of sole traders reported turnover of less than £50k,
compared to 37% of partnerships and just 18% of private limited companies.

The majority of businesses had been trading for &ears or more, with
20% having been trading fo more than 20 years. 19 had been trading for 2
years or less, with 6% having started trading within the preceding year.
However, while 47% of single person businesses had been trading for 5 years or
less, and 9% had been trading for less than a year, the figures were 31% and 4%
for other micro businesses andust 16% and 1% for other small businesseslust
12% of single person businesses had been trading for more than 20 years,
compared to 40% of businesses with 10 or more employeekinked to this, sole
traders more often reported having started up in the last year than other
businesses(8% vs. 4% for others), and reported having been established for
more than 20 years less often (16% vs. 24%)

The number of years that businesses had been trading was sigly
linked to turnover, with very few new start-ups reporting high turnover (fewer
than 1% reporting turnover of £1m or more) compared to established
AOOET AOOGAO 1T &£ 11 OA Q@B%reportgng turdoek af @ 0O OAT AET C
more).

Turning to geography,17% of businesses werdocated in London, with a
further 32% located in the South of England. Z& were located in the Midlands
and East of England, 15% were the North of England and 3% in Waldgart
from London having aslightly lower proportion of micro businesses(87% vs.
90%), there was little difference in business sizes by region.



63% of sample businesses reported that they expected to make a profit in
the current year (77% of those who were sure about profitability), with
expectations of profitability rising with business size. So, 62% of single person
businesses expected to make a profit, compared to 64% of other micro
businesses and 68% of other small businesses. This compares to the BIS Small
Business Survey finding that 71% of micro and 72% of small businesses were
profitable (IFF 2011). Those with the lowest turnover least often expected a
profit, while those with the highest turnover most often expected a profit. So,
61% of those with a turnover of less than £50k expected a profit, compared to
81% of those with a turnover of £1m or more.

58% of businesses hadindividuals as customers, 55% had other
businesses as customers, 10% had government customers and 14% had other
types of customers (e.g. charities). 73% of businesses served just one type of
customer, of which just over half served only individuals and just over twefifths
served only businesses. Smaller and lower turnover businesses more often
served individuals, while larger and higher turnover businesses more often
served businesses and government. As would Bxpected,the number of types
of clients businesses served increased along with business size and turnover.

The majority of sample businesses expected to have 50 or fewer
customers in the current year, and more than on¢hird expected to have 10 or
fewer. As for suppliers, the majority of businesses expected to have fewer than
10, and fewer than one in fifteen expected to have 50 or moreTaking both
customers and suppliers together, the majority of businesses expected to have
fewer than 25 business relatbnships in the current year (median = 24).
However, & one end of the scalel0% expected to havgust 1 or none, while at
the other 8% expected to have 1000 or moreAgain as would be expected,
number of business relationships increased with business size and turnover. So,
while single person businesses expected a median of 10 business relationships in
the current year, the figure was 36 for other micro businesses ant5 for other
small businessesAlso, businesses with a turnover of less than £50k expected a
median of 12 business relationships, while those with a turnover of £1m or more
expected a median of 135 relationships.

6% of sample businessesiad a majority® of BME senior managersj O" - %
AT T OO Il(cobmpdrdddo®%, as reported in the BIS Small Business Survey (IFF
2011)). 8% of businessedad a majority of senior managersvith a long-standing
illness, disability or infirmity j OAE OAAT A A. Shdlel péron HBusinksids q
were the least likely tobe BMEcontrolled or disabled controlled. However, while
the lowest turnover businesses were also least likely to bBME controlled, it was
those with the highest turnover that were least likely to be disabled controlled.

Data Weighting

? Including 50/50 senior management splits.
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report,10 data were weighted so thesample businesses reflected, in proportional
terms, the actual small business population, in terms of both business size and
sector (as detailed by the Department for Business, Innovation and Skills
(2012)). This type of weighting was not used in the prodction of findings
broken down by business size.
&1 O OEA bDOOPI OAOG 1T &£ POI AGAET ¢ O1 OAOAIT I
impact, responses to problems and the outcome of problems, data were further
weighted so that sampled problems (i.e. those for which detad data were
obtained) had the same profile as the problems reported overalk This type of
weighting was not used in the production of findings broken down by problem
category.
It should be noted that as a result of the different weighting schemes used
for different analyses, reported percentages, etc., do not necessarily add up as
between overall and by business size/problem type analysesn particular, it
should be noted that, in the case of business size, the presence of larger small
businesses is gbstantially reduced in relation to overall findings.

The Individual Respondents

7,549 (78%, weighted) of the 9,703individual respondents to theSmall Business
LegalNeeds Benchmarking Survelescribed themselves as an owner or partner
in the businessthey answered on behalf obr as selfemployed. More than 40%
of the remaining respondents described themselves as being in dato-day
control of the business. Of th remaining respondents not in dayto-day control
of the business,again more than40% desaibed themselves as beingn senior
management positions. This left 7% of respondents who were in other positions
in micro businesses, but indicated that they had good knowledge of the d&y-
day operations of their business across all areas of its actiyit

This Report

This report is set out in6 further sections. Section 2 examine®1 AT 1 AOOET AOOA
legal capacity and their use of legal services, including séiélp resources,

independently of any legal problems they may have encountered. Section 3 sets

out small businesseé experience of legal problems. It details problem

prevalence, thedeterminants of problem experience how businesses tended to

10 The figures set out in this section are all unweighted, to give a proper insight into the nature of

the sample.

™ Owing to the overall distribution of problems, teimgle problems for which detailed data were
obtained are disproportionately drawn from businesses facing relatively few problems. For this reason,
additional aggregated data were collected in respect of all problems of the same type (as the single
sampledproblems). These data far better reflect all problems reported across the sample of small
businesses.



characterise problems, and how longproblems endured. Section 4describesthe
impact of legal problems, both on the sample of small businesses and on those
people working within them. Section 5exploresAOOET AOOA 06 leqaA OBT T OAC
problems, setting out the action they tookto resolve problems and the advice
they sought. Thissection also includes detailedanalysis of the determinants of
taking action and adviceseeking. Sectn 6 examines how problems concluded,
how businesses perceived outcomeand how manner of conclusion varied by
problem type. Finally, section 7 sets out small businessaattitudes to business
risk, the law and legal services. It also examines how attitudes relate to the
prevalence of, and responsgto problems.

Detailed output from statistical models and thefull survey questionnaire
are presented in appendices.

10



Legal Capability and the Use of
Legal Services

Summary
4EEO OAAOQOEIT DOI OEAAO Al 1 OAOOEAx 1 E
their use of legal services, including selfielp resources.

6.4% of small businesses contained a qualified lawyer or person trained t
handle legal issues, with the figureising with size of business. The most commor
expertise was in contract law, though this changed to employment law among large
small businesses. 1.5% of businesses contained persons expert in 3 or more areas
law. Areas of legal expertise linked to théypes of problems businesses faced.

9.1% of small businesses had retainer agreements for legal services, al
2.2% for HR/employment services. Having agreements for legal and
HR/employment services were strongly related.

Thelikelihood of legal services Ieing retained varied by business sector, lega
status, turnover (with likelihood increasing with turnover), internal legal expertise
(with likelihood increasing with legal expertise), size (with likelihood increasing
with size), and experience of legal prolems (with likelihood increasing with the
number of problems experienced). Businesses that had traded for less than a ye
were less likely than others to retain legal services.

Most factors associated with retainer agreements for legal services were als
associated with HR/employment services. However, one difference was that bot
BME and disabled controlled businesses were associated with greater use
HR/employment services. Also, number of years trading was not associated wit
retainer agreements for HR/employment services. Further, while retention of
HR/employment services generally increased with business size, there was
suggestion that the likelihood dropped back a little for the largest small businesses.

73.5% of small businesses had made usef @n independent legal or other
business support service with a likely legal dimension in the preceding 12 months
27.2% of businesses had made use of a legal service, 19% formally. The m
AiiiTTiu OOAA 1 ACAl OAOOEAA xAOof AmalC
businesses, 14.6% formally). Of other services, accountants were most often us
(used by 62.5% of small businesses, 53.5% formally).

Use of services varied by size of business, with more usage among larger sir
businesses. 17.2% of single peox business made use of recognised legal service
(10.8% formally), 47.2% of other micro businesses did so (34.9% formally), alon(
with 76.1% of other small businesses (65.7% formally).

Looking at communication with legal services, small businesses mosbramonly
reported mainly communicating by telephone (33.8%), followed by fac¢o-face
meetings (28.7%) and email (16.6%). Mode of communication varied by type of legi
service provider.

Those businesses that made use of a legal service most often obtainedphin
relation to trading issues (35.9%), followed by issues concerning tax (34.9%)
business ownership (33.1%), employment (30.8%) and business premises (30.8%
The subject matter of help varied by service provider and size of business.

38.6% of small husinesses made use of online legal resources in the 12 montt
leading up to the survey, most often to obtain information about the law or
regulations (24.1%) or download a document template (18.9%).

11
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and use of legal services, including selfelp resources. Overall findings are

weighted to reflect the actual small business population, in terms of business size

and secto (as detailed by the Department for Business, Innovation and Skills

(2012)). Findings for businesses of different sizes are unweighted.
Legal Capability

In all, 6.2612 of businesses contained one or more persons who were either a
gualified lawyer or had been trained to handle legal issues.As would be
expected, this figure was linked to business size. So, while just 4.9% of single
person businesses contained a qualifiewyer or person trained to handle legal
issues, the figure was 9.8% for other micro businesses (i.e. businesses with fewer
than 10 employees, other than single person businesses) and 17.4% for other
small businesses (i.e. businesses with between 10 an8 émployees)13

Contract

Personl injury

Regulation

|
Employment | | All
R — B
o Busmess_ | I Single person
'% Property | | | i Other micro
g Tax J i Other small
kS Crime b |
« 4
(&) —
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2 4 6 8
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Figure 2.1¢ Internal Legal Capability by Size of Business

As can be seen from Figure 2.1, the most common area of legal expertise
held within small businesses was contract law, followed by employment,
business, property and tax law. There was relatively little difference in the
pattern of experience between businesses of different sizes, although larger
small businesses relatively more often had expertise in employment, property
and tax law. Employment law, in particulay was related to business size. While
single person businesses had internal expertise in employment law on fewer
than 1% of occasions, the figure rose to 2.7% for other micro businesses and

12 As explained in section 1ath were here weighted to be representative of all small businesses.
13 As explained in section 1, data were not here weifjho reflect the disproportionate inclusion of
larger small businesses in the overall sample.

12



6.8% for other small businesses. Furthermore, within this last cagory of
business, 9.2% of businesses with 25 or more employees and 13.8% of
businesses with 40 or more employees had internal expertise in employment
law (compared to 8.6% for contract law, the next most common area of
expertise).

13



Table 2.1z Problem incidence among small businesses by area of legal expertise contained within the business

Type of problem Area of legal expertise
Contract 6 2 AcOl Business

Trading 43.6 48.2 46.9 48.3 40.6 35.7 39.4 54.0 35.1
Tax 26.4 39.3 30.9 32.6 30.2 23.4 19.7 16.0 21.6
Employment 26.5 41.1 30.0 37.8 29.7 27.1 17.7 24.0 20.1
Business premises 23.5 31.3 25.9 32.2 23.8 28.1 194 18.0 18.7
Debt 13.3 16.1 15.0 154 15.6 11.6 8.3 8.0 8.2
Intellectual property 20.8 29.5 21.0 24.5 21.9 15.5 22.5 14.0 17.2
Regulation 23.5 315 24.7 30.8 23.8 20.9 20.8 24.0 20.1
Structure 23.8 31.3 24.7 28.5 234 21.9 23.9 16.0 20.9

14



A small number of businesses (1.5%3ontained persons who were expert
in 3 or more areas of law. A similar pattern of expertise was evident to that of
businesses in general, with contract law the most common area of expertise, and
regulation the least common. Looking just at firms containingersons who were
expert in 3 or more areas of law, 79.6% could draw on expertise in contract law
58.4% in business law, 54.2% in property law, 54.1% in employment law, 44.4%
in tax law, 32.6% in intellectual property law, 27.8% in personal injury law,
26.3% in criminal law and 23.9% in regulation law.

As is illustrated by Table 2.1, areas of legal expertise within businesses
linked to the types of problems they tended to face, with legal expertise
associated with disproportionately elevated levels of relatd problem
experience. So, for example, 22.5% of small businesses with expertise in the area
of intellectual property law reported related problems; the third highest
problem type among these businesses, compared to tlseventh highest overall.
Similarly, 24.0% of businesses with expertise in the area of regulation reported
related problems; the second highesproblem type among these businesses,
compared to the fifth highest overall. Again, 28.1% of businesses with expertise
in the area of property law reported related problems; the second highest
problem type among these businesses, compared to the fourth highest overall.

In addition to the internal legal capability that some small businesses
could draw upon, a number of the sample small businesses had -going
AT 1 OOAAOO | OOAOAET AO ACOAAIT A1 60066 Qq xEOE
services as required (9.1%) or with an HR/employment service (2.2%). There
was also evidence that having agreements for legal and HR/employment services
were strongly related. For example while only 1.1% of those without retained
legal services had contracts for HR/employment services, 13.2% of those with
retained legal servicesdid so. Similarly, 8.1% of businesses without retained
HR/employment services had retainer agreements for legal services, compared
to 55.2% for those with retained HR/employment servicesFigure 2.2 illustrates
the extent to which internal legal expertise, retaind legal services andetained
HR/employment services interacted across all businesses surveyed.

15
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Figure 2.2z Interaction of internal legal expertise, retainer agreement for legal services and
retainer agreement for HR/employment services (nto@r of businesses)

As shown in Figure 2.2, the vast majority of businesses surveyed (8,294 of
9,702, 85.5%) had no internal legal expertise or retainers for legal or
HR/employment services. The following section looks at the extent to which
business charateristics and the number of legal problemsbusinesses faced
related to whether or not businesses had retainer agreements for legal or
HR/employment services. Two multivariate statistical models (binary logistic
regression models) were fitted modelling presence of retained legal and
HR/employment services respectively. Output from the two models is set out in
the statistical appendix.

Modelling retainer agreements for legal services

There was evidence of significant differences in the likelihood of retagd legal
services by business sector. Ndor-profit/voluntary, education and,
particularly, health sectors were most likely to have retainer agreements for
legal services. In contrast, agreements were least likely in the
transport/communication and wholesale/retail trade sectors. There was also
AGEAAT AR T £ OECTI EEXAEAAT O AEAZAOAT AAO AU
companies by far the most likely to have agreements. Private limited companies
were also significantly more likely than sole trades to have retainer agreements,
xEOE |1 EIi EOAA DPAOOT AOOEEDPOh DAOOT AOOEEDO Al
broadly comparable to sole traders.

There were also highly significant differences in the likelihood of
businesses having retainer agreements for legal services by turnover, with
likelihood of an agreement generally increasing with business turnover. In
contrast, whether or not businesses were profitable ha relatively little
association with the likelihood of an agreement.

Having internal legal expertise was a key predictor of having retained
legal services, and was associated with a highly significant increase in the
likelihood of an agreement. Evidently having internal legal expertise in no way

z
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reduced the need for, or use of external agreements for legal servicésdeed, it
may have highlighted the value of such servicesAs discussed above, the
presence of retained legal and HR/employment services we strongly related,
and having retained HR/employment services was also a key predictor of
retained legal services, and associated with a highly significant increase in
likelihood of an agreement.

Table 2.Z; Legal Services and HR/Employment RetaingSize of Business

Legal 5.4% 15.6% 37.3% 9.1%
HR/Employment 0.0% 5.3% 23.4% 2.2%

There were some differences in the likelihood ofvhether legal services
were retained by the number of years businesses had been trading. However,
rather than a linear increase as the number of years trading increased,
differences were between those trading for less than a yeawho were least
likely to have a retaineragreement, and allother groups trading for a year or
more (who were broadly comparableto each other). Business sizelso had a
highly significant association with likelihood of a legal retainer, with likelihood
of an agreement broadly increasing with sig. As can be seerrdm Table 2.2
retainer agreementsz for both legal and HR/employment services (discussed
further in the next section) z were more common among larger small businesses.

50+
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Figure 2.3z Percentage of businesses with retainer agreements for legal and HRIeympent
services by the number of legal problems they reported
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There was some evidence of the likelihood of a retained legal agreement
relating to the number of relationships businesses had, though while those with
no relationships were least likely to have an agreement, there was not a
consistent increase in likelihawd as the number of relationships increased.
Meanwhile, there was no evidence of BME or disabled control relating to the
existence of a retainer for legal services.

Finally, the number of legal problems reported by businessggxplored in
the next sectian) was a key predictor of retained legal agreements, with a fairly
consistent increase in the likelihood of an agreement as the number of problems
increased. The percentage of businesses with legal retainers by number of
problems is shown in Figure 2.3. Téa figure also shows percentage of businesses
with retainers for HR/employment services by number of problems.

Modelling retainer agreements for HR/employment services

Many of thefactors associated with having retainer agreements for legal services
were also significant predictors of businesses having retained HR/employment
services. This was in part a function of the presence of retained legal and
HR/employment services being strongly relatedas set out above.

As with retained legal services, there were significant differences in the
likelihood of retaining HR/employment services by business sectoiThere was a
relatively high likelihood of retainer agreements among the nofor-profit sector,
with primary sector businesses also reporting a particularly high likelihood of
retained HR/employment services. In contrast, retainer agreements for
HR/employment services were far less common in the construction sector.
There were also significant differences in the likelihood ofagreements by
AOOET AOOAOGSG 1 ACAI OOAOOOh xEOE OI 1T A OOAZ
agreements anda significantly higher likelihood observed for private limited
companies andparticularly, £/ O AOOET AOGOAO xEOE A1l O1 OEAO0S

Business turrover was a key predictor of whether or not businesses had
retainer agreements for HR/employment services. Again, as with agreements for
legal services, the likelihood of an HR/employment agreement increased
consistently with increasing turnover. In contrag, profitability had little or no
association with the likelihood of HR/employment agreements.

Again, having internal legal expertise was a key predictor of having
retained services, and was associated with a highly significant increase in the
likelihood of an HR/employment agreement. Also, having retained legal services
was an important predictor of retained HR/employment services, relating to a
highly significant increase in the likelihood of an agreement.

Unlike for legal agreements above, the numberfgears businesses had
been trading was not a significant predictor of businesses having retainer
agreements for HR/employment services. While those trading for less than a
year least often hadretainer agreements, differences between those trading for

18



less than a year and other groups fell well short of statistical significance.
Business size, however, was a highly significant predictor of retainer agreements
for HR/employment services (as shown in Table 2.1). Compared to micro
businesses, small businessesvere highly significantly more likely to have
retainer agreements!4 However, there was some indication that the percentage
of small businesses with retainer agreements, particularly for HR/employment
services, dropped back a little among the largest smatlusinesses. So, while
27.2% of businesses with between 30 and 39 employees reported having a
retainer for HR/employment services, the figure dropped back to 22.4% for
businesses with between 40 and 49 employeedhis may suggest that larger
small busineses see benefits in having HR functions4hnouse.

The number of business relationships businesses hadhad a modest
association with the likelihood of businesses having an agreemt for
HR/employment services.

Unlike for legal agreements above, both BME andisabled control of
businesseswere associated with significant increases in the likelihood of a
HR/employment agreement.

Finally, the number of problemsbusinesses experiencedvas againa key
predictor of having a retainer agreement, with the likelihood of an
HR/employment agreement increasing with the number of problems, as
illustrated in Figure 2.3.

Use of Legahnd Other Business Suppdservices

Almost three-quarters (73.5%) of small businesses made use of an independent
legal or other businesssupport service (with a likely legal dimension) in the 12
months leading up to the survey!s> 27.2% made use of a recognised legal service
(19.0% @rmally8and 12.3% O E T A ahdi7IL.7%nd@ade use of another type of
business support service (59.8% formail and 29.8% informally). The median
number of different types of support service used by small businesses was 3
(mean = 3.4).

As illustrated in Figure 2.4, 14.6% of small businessesobtained formal
help from A O 1 E A EDIlivlnord a lagalklpline2.6% from a licensed
conveyancer, 2.3% from a barrister, 2.1% from a patent or trademark attorney
or agent and 2.9% from another legal service

141t should be noted that single person and other micro businesses were collapsed into a single
category since no single person businesses had a retainer agmeent for HR/employment
services.

15 This figure includes all use of services, whether related to contentious or nerontentious
issues and whether or not concerning problems.
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Figure 2.4- Use of Legal and Other Business Support Services

The most commonly used professional business support service was an
accountant. Over half (53.5%) of all small businessdgad made formal use of an
accountant in the preceding 12 months, with a further 9.1% having informally
i AAA OO0 1T £ Al ided(10I9% haWidgiddné <0 in AIp 6.0% made
formal use of a tax adviser (27.4%, including informal help), 13.1% a financial
adviser (23.2%, including informal help), 4.2% an HR/employment service
(6.9%, including informal help), 3.5% a debt recovery exvice (5.3%, including
informal help), 3.4% an independent advice agency (8.2%, including informal
help) and 6.8% another business support service (13.4%, including informal
help).

As in the case of retained services, the use of legal and professional
services varied by size of businesdn total, 64.0% of single person businesses
had made use of professional support services in the preceding 12 months,
compared to 91.0% of other micro businesses and 97.0% of other small
businesses. Looking only at formalise of services, the differences were greater
still, with figures of 49.6%, 83.9% and 94.6% respectively.

As can be seen from Table 2.47.2% of single person businesss made
use ofrecognised legalservices (10.8% formally), compared to 47.2% of other
micro businesses(34.9% formally) and 76.1% of other small businesse$65.7%
formally) . Thus, more than 4 times as many | O $&mAlBbusinesses used such
services than single person businessefor other business support services, the
figures were, 61.9%47.3%), 89.8%(81.7%) and 96.1%(92.6%), respectively.

Moreover, businesses with between 10 and 49 employees made use of
solicitors (66.1%) almost 6 times as often as single person businesses (11.5%),
with other micro businesses sitting rowghly in the middle (37.6%). They made
use of barristers (17.7%), around nine times as often (1.9%), again with other
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micro businesses sitting roughly in the middle (9.0%). And they made use of
patent/trademark attorneys/agents (16.6%) around 12 times as afen (1.4%),
again with other micro businesses sitting roughly in the middle (8.8%).The
smallest difference was in relation to accountants, where single person
businesses had a usage rate (50.1%) only around half that of businesses with
between 10 and 49 enployees (90.7%).

The median number of different types of support service made use of by
single person businesses was 2 (mean = 2.6), compared to 4 (mean = 4.4) for
other micro businesses and 5 (mean = 5.8) for other small businesses.

Looking at communication with legal services, small businesses most
commonly reported mainly communicating by telephone (358%), followed by
faceto-face meetings (31.0%) and email (18%). Other forms of
communication, such as post, the Internet and through intermediaries werless
common. There was little difference in the pattern of communication as between
businesses of different sizes.

However, there were differences in the communication patterns between
different types of service provider. So, while 40.2% of small businesses mainly
communicated with solicitors in person, the figure was 28.4% for licensed
conveyancers, 25.1% for patent/tademark attorneys/agents and 19.9% for
Ol OEAO08 1 Adfchdrs wérd ais0\iefl lkde8ented at the other end of the
technology scale. 19.1% of small businesses communicated with their solicitors
mainly by email, only just fewer than patent/trademark attorneys/agents
i pwsdebq AT A OI OEA0OE 1 ACAl OAOOEAAO jcp8ibC
Aiiii11T @moi T &£ ATiT11 01 EAAOETIT xEOE O1 1 EAEOI
legal services (30.2%) and, obviously, telephone helplines registering highe
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Table 2.3z Overall Percentage Use of Legal and Other Business Support Services by Size of Business

Type of service : ~ Size of business / Nature of use

Single person Other micro. ‘Other small
Formal Informal Any Formal Informal Formal Informal |

Legal services

311 EAEOT O0O86 AEEOI 78 4.1 11.5 27.6 11.1 37.6 54.7 13.3 66.1
Barrister 1.1 0.9 1.9 4.3 4.8 9.0 12.3 5.6 17.7
Licensed conveyancer 1.5 0.5 2.0 4.9 3.6 8.3 8.9 5.4 14.1
Patent/trademark attorney/agent 0.6 0.8 1.4 4.9 4.1 8.8 10.8 5.8 16.6
Legal helpline 2.4 2.7 5.1 6.8 7.1 13.8 14.0 10.3 24.1
Another legal service 1.5 1.8 3.3 5.2 6.1 11.2 12.6 9.1 21.2
Any legal service 10.8 8.1 17.2 34.9 21.4 47.2 65.7 28.1 76.1
Other independent support services

Accountant 40.2 11.1 50.1 76.5 11.2 84.2 85.0 10.3 90.7
Tax adviser 10.8 9.9 20.5 26.3 15.2 40.8 38.3 18.2 54.7
Financial adviser 9.9 8.3 18.0 19.7 14.8 34.1 30.7 17.4 47.4
Independent advice agency 2.5 3.9 6.2 4.3 7.1 11.2 6.7 7.9 14.3
Debt recovery service 1.3 1.1 2.4 7.2 3.7 10.8 15.8 5.3 21.0
HR/employment service 1.4 1.3 2.6 8.5 6.4 14.8 29.7 11.7 40.6
Other business support service 4.9 6.1 10.7 10.3 10.5 20.1 19.9 10.9 29.9
Any other service 47.3 26.9 61.9 81.7 36.9 89.8 92.6 41.5 96.1
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As illustrated by Figure 2.5legal services most often helpedbusinesses in
the area oftrading (including commercial contracts)(35.9%)16 followed by tax
(34.9%), business ownership (33.1%), employment (30.8%) and business
premises(30.8%). However, dfferent types of legal adviser were associated with
different areas of help Sq while licensed conveyancers and patent or trademark
attorneys or agents more oftenhelped businesses in the property and IP aresd’
solicitors, barristers, legal helplines and other legal servicebelped across a
broader range of areas Solicitorsmost often helpedin relation to trading issues
(28.8%), business ownership (23.6%), business premises (21.8%) and tax
(19.1%). Legal helplines most often helped in relation to tax (31.6%),
employment (31.3%), trading (23.5%) and business ownership and structure
(22.2%).

Trading
Tax

Ownership/structure

Employment

Business premises
Finance/insurance

Intellectual property
Debt

Regulation

Area of help

Crime

Work injury ]
Environmental
Other

0 10 20 30 40
% of small businesses that obtained helg

Figure 2.5z Areas Helpedby Legal Services

The area that legal services helped ialso varied by size of business, with
single person businessedeing more likely to be helped in the area dfx and as
might be expected)ess likely to be helped in the areas agmployment, business
premises and work injuries.

16 9.8% of businesses received help in the trading area.

17 The question used todentify in which area businesses obtained help was broadly phrased and
appears to have been taken by some respondents to refer to areas of business activity that
benefitted from legal services, rather than the narrow subject matter of help provided. Thugist
45% of those who used patent or trademark attorneys or agents reported that the businesses
was helped in the area of intellectual property, with many instead mentioning, for example,
trading. The range of responses provided to this question also suggs that some respondents
were unclear about the formal description of services used. It is therefore recommended that the
phrasing of questions concerning the identity of services and subject matter of help be reviewed
ahead of any future survey.
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Use of the Internet

As well as email being the main form of communication with legal service
providers for 16.6% of small businesses, and the Internet being the main form of
communication for a further 5.2%, more than onehird (38.6%) of small
businesses had made use of onk legal resources in the 12 months leading up to
the survey. As can be seendm Table 2.4 the most common reason for small
businesses using the Internet was to obtain information about the law or
regulations (24.1% overall), followed by to download a doument template
(18.9% overall).

As can also be seen from Table 2.41se of online resources varied by size
of business. So, while just onéhird of single person businesses had mad use of
online resources in the preceding year, more than half of other miio businesses
had, and almost twethirds of other small businesses. This pattern held true for
every type of online resource. However, the margin of difference narrowed
significantly in the case of online dispute resolution (e.g. eBay online dispute
resolution), though not in the case of online legal proceedings (e.g. Money Claims
Online).

Table 24z Use of online resources by size of business

Download Contract/T&Ctemplate 11.2% 21.4% 24.8% 13.9%
Download other template 7.7% 15.9% 20.1% 9.8%
Obtain information on the law 21.2% 32.6% 40.2% 24.1%
Obtain info. on dispute resolution 6.0% 12.4% 18.0% 8.1%
Obtain tailored advice 3.0% 6.6% 10.2% 4.1%
Start legal proceedings 2.1% 6.8% 10.8% 3.6%
Other online dispute resolution 5.6% 5.9% 6.8% 5.5%
Any 33.3% 53.3% 65.%%0 38.6%
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The Experience of Legal Problem

Summary

AEEO OAAOETT bDOi OEAAO Al 1 OAOOEAx 1 &
problems, and exploreshe drivers of vulnerability to problems. It also describes the
duration of problems.

| OAOATI 1T h ouy8pb T &£ AOOET AOOAOG OADPI C
in the past year. However, while just 28.8% of single person businesses experienc
one or more significant problems, the figure rose to 55.5% for other micro
businesses and 76.5% for other small businesses. Multivariate analysis also reveal
that problem prevalence varied by (highest prevalence in brackets) business sectc
(production, wholesde and retail trade, and transport and communication sectors),
legal status (public limited companies), turnover (higher), profitability
(unprofitable), whether or not businesses had an oigoing legal or HR services
retainer contract (had such as contractpr internal legal expertise (had internal legal
expertise), years trading, number of business relationships (higher), BME an
disability status (BME or disabled controlled).

The mean number of problems faced by businees was 9 (25 across
businessesreporting 1+ problems), but a small number of businesses experienced
large number of problems, with larger businesses facing more problems.

Small businesses most often faced problems concerning trading (25.0%
followed by problems concerning employmentof staff (9.0%), tax (8.7%), business
premises (7.8%) and regulation (6.9%), although in terms of the volume of problem:
the most common were those concerning trading, intellectual property, employmen
and regulation. Problems concerning intellectual proprty were highly concentrated
in the primary, production, communication and wholesale and retail trade sectors.
Each type of problem studied was associated with businesses of a particul
character. However, most problem types were more common among lange
businesses with more business relationships. All problem types were mor
commonly reported by unprofitable businesses, those with legal or HR service
retainer contracts or internal legal expertise, and BME controlled businesses.

Looking at all sample poblems, tax and regulation problems were closely
related and, along with problems concerning employment and business premise
£ O AA A AOT AA Al OOOAO8 001 A1l AT O ATTA
business structure also formed a problem clster. Trading and debt related problems
did not belong to a weltdefined problem cluster.

There were some differences in the clusters identified for different size
businesses. For example, for businesses with between 10 and 49 employe
problems concerning trading and employees formed a distinct cluster.

Just under half of problems concerned other businesses, with the remainde
mostly concerning the public, government or employees. Jusinder half were also
OAEA O EAOA AT 1 AARAOT AAOBARBAOERAIAC ADE A
further third not involving attribution of blame between parties.

&AxAO OEAT 1TTA EIT EEOA DPOT Al AT O x#£
just 8.4% of problems concerning trading were characterised as legal, the figure sve
48.2% for problems concerning intellectual property.
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Turning to severity, Problems concerning trading were also more often ratec
in the least serious quartile (33.6%), and less often in the moserious quartile
(19.5%). Problems concerning business structure/ownership (15.2%) and business
premises (16.9%) were least often rated in the least serious quartile, and mor
commonly featured higher up the severity scale. No other notable differences vee
apparent.

Employment and trading problems tended not to last as long as othe
problem types. The remaining problem types were broadly comparable in terms o
duration

4AEEO OAAOEIT bDOI OEAAOG AT 1T OAOOGEAx 1T &£ OEA O
legal problems, and explores the drivers of vulnerability to problems. As in the

previous section, overall findings are weighted to reflect the actual small

business population, in terms of business size and sector (as detailed by the

Department for Business, Innovation and Skills (2012)). Findings for businesses

of different sizes are unweighted.

The Prevalence dfegalProblems

Overall, 3,697 of 9,703 (38.1%) businesses reported one or mo@ OE C1T E £AEA AT O¢
legal problem in the past yearHowever, the prewalence of significant problems
varied substantially between different types of business. For example, in simple
numerical terms, while just 28.8% of single person businesses experienced one
or more significant problems, the figure rose to 55.5% for other maro
businesses and 76.5% for other small businesses.

To explore patterns of vulnerability to legal problems in detail, we
conducted multivariate analysis (binary logistic regression) to O1 1 Ah8w the
likelihood of experiencing one or more problems varid by a range ofbusiness
characteristics. The range of characteristics comprised size, sector, legal status,
turnover, profitability , years trading, number of business relationshipsyhether
legal or HR services were retained, whether businesses had internal legal
expertise andwhether businesseswere BME or disabled controlled Satistical
output and a short note on interpretationis set out inthe statistical appendix.

All types of kusiness characteristic were found to be strongly associated
with the likelihood that businesses reported legal problems. The regression
Oil 1T AA1T 8 MEEOOAA xAllh AT A AT OOAAOI U DPOAAEAC
legal problems in almost 70% of cases.

In the paragraphs below, we summarisdindings from the multivariate
analysis for eachincluded type of business characteristic in turn. To aid
interpretation we also provide estimated prevalence rates for businesses of
different types using the model outpu. This enables the impact of particular
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business characteristics to be illustrated while controlling for all other
characteristics in the model. Some simple bivariate comparisons are also
provided, to indicate how problems are actually distributed in thereal world,
rather than in the world of statistical inference.While this information does not
help in explaining which factors lie behind problem experience, it is useful to
those seeking to easily identify businesses with high problem prevalence.

Sizeof business

As suggestediy the simple bivariate comparison set out abovesizeof business
was found to bea key predictor of problem prevalence. Singkperson businesses
had the lowest problem prevalence followed by other micro businesses and
other smdl businessesComparedto a (raw data) prevalenceof 28.8%for single-
person businessesif all other business characteristics werghe same,the model
indicated an increase to 45.8%6 for other micro businesses and 57.3%or other
small businesses

Sector

Business sector wasalso strongly associated withwhether or not businesses
reported legal problems. There was high problem prevalence for consultancy
services, and in the construction and, particularly, production, wholesale and
retail trade, andtransport and communication sectors.

Figure 3.1 shows variation in prevalence by sector in percentage terms,
derived from the statistical model (i.e. controlling for other business
characteristics), with the single largest sector category other business public
administration and defencez held at 33.®6 prevalence (its value using raw
data). As can be seen, the highest problem prevalence was observed for the
transport and communication sector and the lowest for the health sector.
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Not for profit and voluntary ] 35.3%
Consultancy services_ 39.2%
Health | 29.6%
Education | 30.9%
Finance, insurance and real estate- 31.7%
g Transport and communication 42.8%
% Hotels, catering and leisure 38.5%
Wholesale and retail trade | 41.6%
Construction | 39.6%
Production | 41.3%
Primary | 35.9%
Other business/public admin./defence | 33.7%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

% reporting problems

Figure 3.1z Estimated FPoblem Prevalenceby Business Sector (Using Modstithates)

If problem prevalence is compared across sectors using raw data, some

differences can be seen compared to estimates derived from the statistical

i TAAT 8 &1 O AgAI Dl11AGT ONIGUG hEIOx ED OTABRD AOTAT A
OPOT AOAGEI 16 All AQGEEAEO EECEAO DOIT Al Ai PO
highlights the importance of controlling for a range of variables in the statistical

model to correctly assess the influence of eagredictor on problem prevalence,

with the higher prevalence observed for the raw data a function of other factors

(e.g. particular sectors varying in other factors related to prevalence such as

turnover or legal status).

Legal status

Problem prevalence also varied by businesse$legal status. In particular, high

problem prevalence was observed for public limited companies and low

prevalencewas observed for partnershipsAT A AOOET AOOAO xEOE Al (¢
Figure 3.2 shows how prevalence varies by legal status, again usg model

estimates and holding sole traderst their raw data value of 32.0%
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Other 21.6%
o Partnership 23.9%
g Limited partnership (LLP) 28.9%
g Public limited company (PLC) 40.9%
e R I
Private limited company (Ltd) 30.2%
Sole proprietor/sole trader 32.0%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

% reporting problems

Figure 3.2z ProblemPrevalenceby Legal Sector (Using ModekEmates)

When looking at the raw data,prevalence was 44.4% for partnerships,
50.9% for private limited companies, 69.5% for public limited companies, 57.8%

Al O 1EI EOCAA DPAOOT AOOE EWNe sidifidant diffedeqces Al O

remained, the model has the effect of bringingrevalence for sole traders far
closer to other groups. Thdifference between raw data and model estimates is a
consequence obole tradersbeing lesslikely than other businessedo have other
characteristics associated withincreased problemprevalence!8

Turnover

The likelihood of reporting one or more legal problems also varied with
turnover, with the experience ofproblems increasing as turnover increased
Figure 3.3 shows the relationship between turnover and problemprevalence
using model estimatesholding those with a turnover of less than £5k at their
raw data prevalencerate of 29.4%

Again, differences were greater when looking at the raw data, where
prevalence rose to 41.7% for businesses with a turnover of between £50k and
£99k, 56.0% for a turnover of betveen £100k and £249k, 66.0% for a turnover
of between £250k to £999k and 75.7% for a turnover of £1m or more. As with
other factors, the difference is a result of high turnover businesses also having
other characteristics related to high prevalence.

18 These other characteristics are controlled for in the model, allowing the influence of business
legal status on prevalence to be assessed in isolation.
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Not known 35.6%

£1m or more 49.2%
S  £250k to £999K 46.3%
O -
£ £100k to £249k 42.8%
|_ .

£50k to £99k 36.9%

<£50k 29.4%
0% 10% 20% 30% 40% 50% 60%
Problem prevalence
Figure 3.3z ProblemPrevalenceby Turnover (Using Model Btimates)
Profitability

The prevalence of legal problems also varied with profitability status. Not
surprisingly, businesses that were profitablewere less likely to report legal
problems than those that were not. Pevalence for those who were unsure of
their profitability status fell in -between. Compared to a raw data problem
prevalence of 44.9% for unprofitable businesses, model estimates predietd
prevalenceof 32.1% for profitable businessesand 35.5% for the remainder.

Prevalence atimates from the model were similar to prevalence
observed using raw data @4.9% for unprofitable businesses, 36.5% for
profitable businesses and6.3% for the remainder).19

Contracts for legal services

Whether or not businesses had an omgoing contract for the provision of legal
servicesas requiredwas also significantly related to problemprevalence Where
businesses hadsucha contrach 1 O O ddreOwag & sigAificdnt increase in
the likelihood of reporting one or more problems. Compared to a (raw data)
prevalence of 35.7% for those businesseswithout a retainer for legal services
the model suggestedan increase to 48.8%for those with one. While highly
significant, this difference is substantially smber than that observedusing raw
data (35.7% vs. 62.246), indicating that those with retainers for legal services
were also more likely to possessother characteristics associated with higher
problem prevalence For example, retainers for legal services beame
increasingly common as turnover (also significantly related to problem
prevalence) increased

19The slightly larger difference between profitable and unprofitable businesses using model
estimates sug@sts that profitability is more influential than it might appear when using raw
estimates.
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Contracts for HR services

A N £ 0~ A~ .-

Similarly, having aAT T OOAAOh fdr BR BLWide§AassAdiafed with a
highly significant increase in problem prevalence In fact this increase was
somewhat larger thanthat associated withretainers for legal services. Compared
to a raw dataprevalence of 37.0% for those without a retainer for HR services,
the model indicated an increase to 60.36 for those with a retainer. As with
retainers for legal services, differences based on the model were again smaller
than those observed using raw data (37.0%or those without a retainer for HR
servicesvs. 87.0% for those with a retainer). Again, thismeansthat businesses
with retainers for HR serviceswere more likely to have othercharacteristics
associated with high prevalence For example, as withretainers for legal
services retainers for HR services becameéncreasingly common as turnover
increased

Internal legal expertise

Having internal legal expertise was also associated with significantly higher
problem prevalence Compared to a raw datgorevalence of 36.6% for those
without internal legal expertise, the model indicated an increase to 51.2%for
those with internal legal expertise As with retainers for both legal and HR
services, differences based on model estimateéisolating the effect of internal
legal expertise) were somewhat smaller than those observed using raw data
(36.6% vs.60.6%).

Years trading

The number of years a business had been tradingas also strongly associated
with the prevalence of legal problems. Figure 3.4 shows the relationship
between the number of years businesses had been trading and problem
prevalence again using model estimates to isolate years trading by controlling
for other factors, and with the prevalence rate for businesses that had been
trading for less than one yeawas held at theraw data prevalencerate of 28.4%.

As can be seenbusinessedrading for less than one year had the lowest
problem prevalence with generally higher prevalence for those trading for
longer periods.
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21 years or more 32.4%

11 to 20 years 38.1%
6 to 10 years 35.4%

3to 5 years 38.2%

Years trading

1to 2 years 36.1%

28.4%

Less than 1 year

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Problem prevalence

Figure 3.4ProblemPrevalenceby Years Trading (Using ModekEmates)

For the most part, problem prevalence estimates derived from model
estimates were similar to those observed from raw data suggestingthat the
number of years businesses had beerrading was fairly independent of other
variables associated withproblem prevalence However, one exception wasn
the case of businesses thabeen trading for more than 20 years. In raw data
terms 40.8% of these businesses reported one or more problemsAgain, this
would indicate a tendency for these businesses to be somewhat more likely than
other businesses to havether high prevalencecharacteristics.

Number of business relationships

The number of business relationshipsthat businesses had(the sum of the
number of suppliers and number of clients) was alsostrongly associated with
problem prevalence

50+ 51.5%
40-49 43.6%
30-39 53.4%
20-29 49.6%
10-19 46.4%

5-9 44.0%

1-4 33.4%

0 20.5%

Number of business relationships

Unknown 43.0%

0% 10% 20% 30% 40% 50% 60%

Problem prevalence

Figure 3.5z ProblemPrevalenceby Business Relationships (Using ModstiBates)
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Prevalence generally increased as the number of relationships increased.
Figure 3.5 shows the relationship between the number of business relationships
and problem prevalence,again using model estimates and holding those with
fifty or more business relationships at their raw data prevalence rate of 51.5%.

Differences were greater still when examining raw datgnot controlling
for other variables). For example, the raw data prolem prevalencewas 12.6%
for those businesses with nobusiness relationships(presumably very small20,
new, dormant or contracting businesses) 24.2% for those with one to four
relationships and 35.0%for those with five to nine. Once again, this feected the
tendency for high andlow prevalencecharacteristics to clustertogether.

BME and disability status

BME controlled businesseswere significantly more likely than other businesses
to report legal problems, even after controlling for a broad range ofother
business characteristics. Compared to a (raw datgyevalenceof 37.3% for non-
BME controlled businesses, model estimategredicted a higHy significant
increase to 47.9%for BMEcontrolled businesses.

Again, while highly significant, this differerte was smaller than that
observed using raw data (37.%0 vs. 55.9%), indicating that BME controlled
businesses were more likely to have othex of thecharacteristics associated with
higher problem prevalenceset outabove.

A similar picture emerged fordisabled controlled businesseswhich were
also significantly more likely to reportlegal problems. Compared to a (raw data)
prevalence of 36.8% for non-disabled controlled businesses, model estimates
suggested a highly significant increase to 47% for disabled controlled
businesses. Asvith ethnicity, the difference between disabled and nowlisabled
controlled businesses predicted by the model (controlling for other factors) was
smaller than the difference found using raw data (36.8%s.54.4%).

The Volume oLegalProblems

In all, 93,205 legal problems were reported by the 9,703 sample small
businesses The mean number of problems faced by businesses thaad faced
one or more problems was therefore 25 (9 across all businesses), with the
median number being 3

As can be seen from Figure 3,6the mean was affected by the small
number of businesses that experienced #&rge number of problems.For those
small businesses that reported problems, 30.5% reported just one problem, a
further 17.3% reported 2, 11.5% reported 3, 7.3% reported 4 and the remaining

2091% of these businesses were single person businesses.
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33.4% reported 4 or more. 132 small businesses experienced 50 or more
problems, with 19 of these businesses reporting more than 1,000 problems.

When looking at businesses of different sizes, singlgerson businesses
that had experienced significant problems reported a mean of 11 problems
(median = 2), compared to 37 (median = 3) for other micro businesses and 36
(median = 5) for other small businesses.

70

60 +—

50 +—

30 +—

% of small businesses

20 A

10 +

0 A . . . - . - . —— . — . B
0 1to 2 3to4 5t09 10to 24 2510 49 50+

Number of problems
Figure 3.6z Number of Problems Reported by Small Businesses

The Prevalence dfegalProblems of Different Types

Figure 3.7 sets out the prevalence oflegal problems by problem category.

Overall, businesses most often faced problems concerning trading (25.0%),
followed by problems concerning employment of staff (9.0%), tax (8.7%),
business premises (7.8%) and regulation (6.9%).
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Figure 3.7z Prevalence ofLegalProblems, by Category

In terms of the volume of problems, those concerning trading were again
most prevalent, with a meanof 3 problems per business, across the entire
sample of 9,703 small businesses. However, unlike in simple prevalence terms,
these were followed by problems concerning intellectual property (1.3),
employment (1.1) and regulation (1.0); though problems concerning intellectual
property were highly concentrated in the primary, production, communication
and wholesale and retail trade sectors.

Within the trading problem category, the most aen reported problems
concerned the quality of purchased goods (8.3%), late/norpayment for sold
goods (6.3%) and late delivery of purchased goods. Within the tax category, the
most common problems concerned liability for tax o the amount of tax owed
(5.2%). Within the employment category, they concerned staff misconduct
(2.9%), staff dismissal (2.3%) and redundancy (2.2%). In the business premises
category, they concerned maintenance by landlords (2.2%), terms of leases
(1.8%) and rent arrears (1.8%). Within the intellectual property category, they
concerned infringement of copyright (2.0%) and trademarks (1.3%). In the
regulation category, they concerned health and safety (1.4%) and mandatory
licenses/permits/accreditation (1.3%), and in the business structure category,
the most common problems concerned the saip (1.4%) and sale (0.9%) of
businesses.

The prevalence rates of all the problem types included in the survey are
set out in Table 3.1.
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Table 3.1 - Prevalence of Detailed Problem Types (%)

Trading

Goods or services provided to customers
Not as described

Late delivery

Late/non-payment

Distance selling rights

Other contract problems

Good or services purchased by your business
Not as described

Late delivery

Late/non-payment

Other contract problems

Supplier insolvent

Fraudulent or wrongful trading

Unfair operation of a public tender
Regulatory issues around international trade

Tax

Liability for tax/amount of tax owed
Errors in tax return

Failure to maintain records

Failure to report changes
International taxation

Employment

Staff misconduct

Dismissal/threat of dismissal of staff
Making staff redundant

Parental rights

Payment of wages/pension

Working conditions

Employee injury

Other employment contract issues
Adjustment to jobs/workplace for disabled workers
Complaints/grievances

Employment of nonEU nationals

Business premises

Rented premises

Rent arrears

Eviction

Maintenance by landlord
Terms of lease

Boundaries of rented premises
Recovery of deposit

Owned premises

Mortgage arrears
Repossession

Repairs (maintenance company)
Boundaries

Planning permission
Conveyancing

Squatters
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3.3
3.2
6.3
1.2
2.0

8.3
6.0
3.2
2.2
1.1
1.8
1.4
2.3

5.2
2.7
1.4
0.9
1.0

2.9
2.3
2.2
0.8
1.8
1.2
0.8
1.6
0.4
0.6
0.3

1.8
0.7
2.2
1.8
0.6
0.4

0.8
0.5
1.0
0.7
1.4
0.5
0.2



Debt

Unable to pay creditors 3.7
Insolvency 0.7
Bankruptcy 0.4
Receivership 0.2
Administration 0.3
Winding up order 0.2
IVA 0.2
CVA/PVA 0.1
Debt relief order 0.1

IntAeIIectuaIproperty . 3 L A
YT £AOET CAT AT O T &£ UT 6O AOOET A«

Trademarks 1.3
Copyright 2.0
Designright/registered design 0.9
Database rights 0.4
Patents 0.3
Disclosure of trade secrets 0.4
Infringement by your business

Trademarks 0.6
Copyright 0.9
Design right/registered design 0.4
Database rights 0.4
Patents 0.1
Disclosure of trade secrets 0.2
Regulation

Mandatory licenses/permits/accreditation 1.3
Product safety 0.8
Other health and safety 1.4
Data protection 1.2
Import/export regulation 0.7
Mandatory insurance 0.9
Filing/content of company accounts 1.1
Need for/outcome of audit 0.4
Advertising standards 0.4
Other government regulation 1.4
Structure

Technicalities of business starup 1.4
Change of legal status 0.7
Break-up of partnership 0.8
Partnership/shareholder disputes 0.8
Merger 0.4
Take-over of another business 0.6
Sale of business 0.9
Joint venture 0.7
Other

Defamation 1.1
Incorrect information held by a credit agency 1.4

As is evident from Figure 3.2, some types of problem were particularly
prevalent among larger small businesses. So, for example, while just 2.6% of
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single person businesses reported problems concerning employees, the figure
rose to 20.5% for other micro bisinesses and 50.9% for other small businesses.
For businesses with 40 or more employees, the figure was 58.6%.

Trading
1 | u Single person

Employment

Tax Other micro

& Other small

__ |
:: Al

Business premises

Regulation

Structure

Type of problem

Intellectual property

Debt

Other

Any ; ;

0 20 40 60 80 100
% of businesses

Figure 3.8z Prevalence ofLegalProblems, by Type

To explore patterns of experience of differentategories of problems, we
undertook a series of multinomial analyses(binary logistic regressions) to
establish which business characteristics were mosissociated with each of the 9
problem categories included in thesurvey. Output from the analyses can be
found in the statistical appendix (Tables A2 pt8 ! O xEOE OAT U DOl
likelihood of each problem type was modelled on the basis of a broad range of
business characteristicsin the paragraphs below we summarise the results for
each problem category.

Trading problems

The likelihood of small businessesreporting trading problems varied by
business sector Businesses in the construction sector angarticularly , those in
the production or wholesale/retail trade sectors weresignificantly more likely to
report problems. Trading problems were least common in the financial,
insurance and real estate sector angarticularly, in the education and notfor-
profit/voluntary sectors.

With regard to legal status, problems were more common for sole traders
and public limited companies, and less common for partnerships and businesses
xEQOE O I A OlTieEkehéod & CepddtiBgOtdading problems also
increased as businessésurnover increased.
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Unprofitable businesses were somewhat more likely to report trading
problems. Onrgoing legal ®rvices, HR retainer contracts and internal legal
expertise were also all associated witha significantly greater likelihood of
businesses reporting trading problems.

Compared to businesseshat had beentrading for less than a year, those
trading between 1 and 20 years were significantly more likely to report trading
problems, though the increase wasnore modest for firms who had been traling
for 21 years or more. Multiple person micro businesses and other small
businesseswere also both significantly more likely to report problems that
single-person businesses (thoughtie difference betweenmultiple person micro
businesses and other small businesses was small

The likelihood of trading problems was also associated witthe number
of business relationships, with a greater number of relationships relating to a
greater likelihood of problems.

Finally, both BME anddisabled controlled businesseswere associated
with an increase in the likelihood of trading problems.

Tax problems

There was substantial variation in theexperience of tax problemsby business
sector, with production sector and, particularly, transport/communication and
primary sector businesseamost likely to report such problems Businesses in the
not-for-profit/volu ntary sector and ©ther business/public administration/
defenced O Avlef@ faOl€3s likely to report problems.

Public limited companies were most likely to reporttax related problems,
and significantly more likely than sole practitioners (the referene category).
Conversely, partnerships and particularly, AOOET AOOAO xEOE Al
were significantly less likely to report tax issues.

Compared to businesses with turnoverf less than £50,000, those with
turnovers between £50,000 and £999,999 wee significantly more likely to
report tax related problems. However, this was not the case for those with
turnover in excess of £1,000,000, whose likelihood of tax problems was broadly
comparable to those with turnover less than £50,000. Again, profitabil was
also significantly related to problem experience with unprofitable businesses
more likely to report tax related problems.

Legal services,HR retainer contracts and internal legal expertise were
also all associated with highly significant increase in the likelihood of
businesses reporting tax problemsThere was also darge and highly significant
increasein the likelihood of tax problemsassociated withthose businesses that
had beentrading for between 1 and 20 yearsas compared to thosethat had
been trading for less than a year. Again, thencrease was more modest for
businesses trading in excess of 21 years.
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Size of businesswas also associated withproblem incidence, with the
lowest likelihood of problemsassociated withsingle-person businessesfollowed
by other micro businesses andthen small businesses.Number of business
relationships also had some association witlthe likelihood of reporting tax
related problems, with problems more likely for businesses with more
relationships. However, this finding was less clearcut than for other problem
types.

Finally, both BME and disabledcontrolled businesseswere associated
with an increase in the likelihood ofproblems concerning tax

Problems concerningemployment

Problems concerning employment were most likely in the education sectorand
least common in the finance, insurance and real estate sect@uch problems
were also much more likely to be reported bypublic limited companies as
compared to soletraders, but less likely to be reported bypartnerships.

Problem incidence increased with increasing turnover. It was also
associated with profitability, with unprofitable businesses more likely to report
problems concerning employnent than profitable businesses (andhose unsure
about profits falling between the two).

Legal services,HR retainer contracts and internal legal expertise were
also all associated with large, highly significant increases in the likelihood of
businesses reporting problems.However, the number of yeas businesses had
been trading was not associated with problemsconcerning employment, once
other factors were controlled for.

Unsurprisingly, business size was a key predictor of problemsoncerning
employment, with single-person businessesvery much theleast likely to report
such problems. &all businesseswith 10 or more employees were most likely to
report problems concerning employment. Thus, while just 2.7%of single-person
businesses reported problems concerningmployment, the figure rose t019.6%
for other micro businesses and 48% for other small businesses.

While not neatly linear, there was some evidence of an association
between number of business relationships and problems concerning
employment, with, in particular, businesses withfewer than five relationships
least likely to report problems.

Finally, BME controlled businesseswere associated witha significantly
higher likelihood of reporting problems concerning employment, while disability
status had little effect

Problems concerningbusiness premises

Businesses in the construction and finar®insurance/real estate sectors and,
particularly, those in the primary sector were most likely to report problems
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concerning business premises. Such problems wereast likely in the Gther
business/public administration/defence6sector, though the majority of sectors
were broadly comparable interms of problem prevalence.

Legal statushad relatively little effect on the prevalence of problems
concerning business premises;ompared toother problem types.

Turning to turnover, businesseswith a turnover less than £50,000 were
far less likely to report problems concerning business premises than most of
those with higher turnover. However, prevalencedid not increase steadily with
turnover, with OEA ET AOAAOA &I O OtwdkovedZapeorynat h mmtmt 1 O
reaching significance (when compared to turnover less than £50,000).

Whether or not firms were profitable wasalsorelated to the likelihood of
reporting problems, with unprofitable businesses significantly more likely than
profitable businesses to report problems (and withthe likelihood of reporting
problems for those who were unsure falling between the two).

Legal services HR retainer contracts and internal legal expertise were
also all associated with highly signifi@ant increases in the likelihood of
businesses reporting problemsconcerningbusiness premises.

There was some evidence that the number ofears businesses had been
trading related to likelihood of problems, with those trading for less than a year
least likely to report problems. However,overall differences were fairly modest.
Similarly, while the number of business relationships had some association with
the likelihood of experiencing problems concerning business premises the
relationship was rather muddled.

In contrast, business sizewas clearly associatedwith the experience of
problems concerning business premises, with multiple persomicro businesses
far more likely than single person businesses to report problemsand other
small businesses more likely still.

Finally, both BME and disabled contrdéd businesseswere associated
with a significant increase inthe likelihood of problems concerningbusiness
premises.

Problemsconcerning debt

There was some variation in the likelihood of businesses in different sectors
reporting problems concerning debt Such problemswere most commonin the
construction, wholesale and retail trade andprimary sectors, and least likely in
the health and notfor-profit/voluntary sectors. There was also some modest
variation by legal status, with problems least likely for partnerships and
AOOET AOGOAO xEOE Al OiI OEA0O8 OOAOOO AT A Ol
limited companies.
While turnover was associated with problems concerning debt the
pattern was not particularly coherent (i.e. businesses with turnover of

£1,000,000 or moreor unknown turnover were least likely to report problems
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and businesses with between £50,000 and&99,999 turnover most likely). In

contrast, the relationship between whether or not firms were profitable and
problems paying creditors was entirely clear, with unprofitable firms highly
significantly more likely than profitable firms to report problems (and with

those who were unsure falling letween the two).

Businesses that had dgal servicesretainer contracts, internal legal
expertise and in particular, HR services retainer contractswere all associated
with highly significant increases in the likelihood of reporting problems
concerning debt.

Turning to the number of years businesses had been trading, businesses
that had been trading for less than a year were least likely to report problems,
and highly significantly less likely than all cEAO OOAAABI C6 COI Ob¢
Differences betweerothA O OUAAOO OOAAEIT C8 COiI OPO xAOA A
no evidencethat the risk of problems increasing consistently along with years
trading.

There was also some association between size of firm amlke likelihood
of problems concerning debt with problems least likely for singleperson
businesses, more common for other micro businesses and most common for
other small businesses. However, the association between size and problem
incidence was not as strong or significant as for the majority of other pblem
types. Also, the umber of business relationships had little association with the
likelihood that businesses would report problemsconcerning debt

Finally, BME controlled bisinesses were associated with an increased
likelihood of experiencing debt problems, but no significant difference was
observed in the case oflisabled controlled businesses

Problems concerninaintellectual property

The likelihood of businesses reporting problems concerning intellectual
property varied significantly by sector. The tansport/communication and
production sectors were associated with the highest likelihood of problems,
while sectors such as education and finance/insurance/real estateaw relatively
few problems. There were also significant variations in the likelihood of
reporting problems by legal status, with public limited companies most likely to
report problems, andDAOOT AOOEEDPO AT A AOOET AtBeOAO xEOE
least

There was limited evidence ofan associatim between turnover and
problems concerning intellectual property,and while businesses with turnover
in excess of £50,000 were somewhat more likely than businesses with turnover
less than £50,000 to report problems, the difference was compatigely small.
There was no evidencethat problem prevalence increasedfurther as turnover
increased. However, there was an association between profitability andthe
likelihood of reporting problems concerning intellectual property. Unprofitable
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businesses were significantly more likely to report problems, though the
difference was smaller than for many other problem types and there was little or
no difference between profitable businesses and thogbat were unsure whether
or not they were profitable.

Legd and HR services retainer contractsand internal legal expertisewere
all associated with highly significant increases in the likelihood of businesses
reporting problems. In contrast, the number of years businesses had been
trading had little bearing on the likelihood of them reporting problems, and
while there was some variation in incidence by number of business
relationships, the pattern of differences was fairly incoherent (though businesses
with between 1 and 9 relationships appeared least likely toeport problems and
significantly less likely than those with a large number of relationships (50 or
more)). Multiple person micro businesses and other small businesses were both
significantly more likely than single person businesses to report problems,
though there was little difference in incidence betweemmultiple person micro
and other small businesses.

Finally, both BME anddisabled controlled businesseswere associated
with a highly significant increase in the likelihood of businesses reporting
problemsconcerningintellectual property.

Problems concerningregulation

O/ O Bubitess/public administration/defencedand consultancy service sector
businesseswere least likely to report problems concerning regulation, while
construction and, particularly , primary sector businesseswere most likely to do
so. There were also significant variations in the likelihood ofbusinesses
reporting problems concerning regulation by legal status, with the highest
likelihood for public limited companies, and lowest £l O AOOET AOOGA O
status.

Businesses with the lowest turnover (less than £50,000) were also least
likely to report problems. However, there was no evidence of the likelihood of
problems increasing consistently with turnover. Whetheror not businesses were
profitable was also associated with the likelihood of businesses reporting
problems, with unprofitable businesses more likely than other businesses tdo
SO.

Legal and HR services retainer contracts and particularly , internal legal
expertise were all associated with highly significant increases in the likelihood of
businesses reporting regulation problems.

With regard to the number of years businesses had been trading, problem
prevalencewas at its lowest for businesses that had ten trading for less than a
year and at its highest for businesses trading for 3 to 5 years, though overall
differences were fairly small. In contrast,businesssize had ahighly significant
association with regulation issues, withmultiple person micro businesses and
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particularly , other small businesses more likely than singkperson businesses to
report problems. There was also evidence of a relationship betwedhe number
of business relationship and the likelihood of reporting problems. Specifically,
those businesseswith no business relationships or a small number (#4) were
least likely to report problems, and significantly less likely than those with a
large number of business relationships (50 or more).

Finally, disabled and, particularly, BME contolled businesses were
associated with a highly significant increase in the likelihood ofreporting
problems concerningregulation.

Problems concerningstructure/ownership

Transport/communication and primary sector businesses were particularly
likely to report problems concerning businessstructure/ownership . In contrast,
education sector businessesvere least likely to do so There was also some
variation in incidence with legal status, with the highest likelihood of problems
associated withpublic limited companies.BOOET AOOAO xEOE Al
the lowest likelihood of reporting problems concerningstructure/ownership .

Looking at turnover, husinesses withturnover of less than £50,000wvere
least likely to report problems concerning structure/ownership. However,
beyond this difference there was no evidence of the likelihood of problems
increasing consistently with increasing turnover.

Whether or not businesses wereprofitable was also related to the
likelihood of reporting problems, with unprofitable businesses significantly
more likely to haveexperiencedproblems concerningstructure/ownership .

Legal and, particularly , HR services retainer contractsand internal legal
expertise were all associated with large, significant increases in the likelihood
that businesses reported problems Thé®number of years a business had been
trading also had a significant effect on the likelihood of reporting problems.
Specifically, businesses that had been trading for less than a year were most
likely to report problems with structure, with problems becoming increasindy
less likely as the number of years businesses had been trading increased.

Business size was also a highly signetant predictor of problems, with
other multiple person micro businesses andparticularly , other small businesses
highly significantly more likely than singleperson businesses taeport problems
concerning business structure/ownership. Such problems werealso broadly
related to the number of business relationshipsbusinesses hagdwith businesses
with no relationships having by far the fewest problems, and the likelihood of
problems generally increasing withthe number of relationships.

Finally, disabled and, particularly, BME controlled businesses were
associated with a highly significant increase in the likelihood of problems
concerningstructure/ownership .
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Transport/communication and primary sector businesses werethe most likely
to report ®therd problems, while notfor-profit/voluntary sector businesses
were the least likely. Legal status was also significantly related to the likelihood
of businesses reporting suchproblems, with private limited companies and
particularly, partnerships significantly less likely than sole traders (the reference
category) to report problems. In contrast, public limited companies had the
highest likelihood of OA B 1 Cothé&r dpiobles.

There was little evidence of differences in problem prevalence by
businesses turnover, though profitability was a significant predictor.
Unprofitable businesseswere more likely to report problems than others.

Legaland HRservicesretainer contracts and internal legal expertise were
all related to large highly significant, increases in the likelihood of reporting
problems.

There was little evidence of the number of years businesses had been
trading having ary bearing on problem incidence, but ige of businesswas a
highly significant predictor of O1 O Brdbled reporting, with multiple person
businesses and other small businesses both highly significantly more likely than
single-person businesses to report problems (though there was no difference
between multiple person micro and other small busiresses).

Problem incidence was also broadly related to number of business
relationships, with the likelihood of businesses reporting a problem particularly
low for those with no relationships and generally rising withthe number of
business relationships.

Finally, disabled and, particularly, BME controled businesses were
associated with a highly significant increase in the likelihood of problems
concerningstructure/ownership.

The Experience of Problems in Multiple Categories

Table 3.2 illustrates the extent to which problems of different types occur in
combination. For each problem type (row), the table columns show how often
businesses also reported problems of other types. So for example, of 760
businesses reporting problemswith business premises, 304 (34.7 per cent) also
reported problems concerning employment

As shown in Table 3.2, it was common for trading problemso be
reported as accompanying all other types of problemswith the highestoverlap
with intellectual property and 01T OEA 08 Howelehd lodkingaBthe trading
problem row, businesses reporting trading problems were less likely than
business facing all other problem types to report each other problem typd&his
suggess that while trading problems were very common, they did not tend to
cluster with other problem types, and experiencing trading problems did not
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increase the likelihood ofexperiencing other problems types to the same extent
as for otherproblems.
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Table 3.2- Extent towhich problems of different types occur in combination, illustrating the number and percentage of those reporting each row
problem types also reporting each of the column problems.

Problem type (number)
Trading (2,429) - - 444 18.3 478 19.7 420 17.3 187 7.7 304 125 398 164 289 119 205 84
Tax (842) 444 | 52.7 | - 291 345 272 323|179 21.2 182 21.6 297 353 201 23.8 156 18.5

Employment (876) 478 546 291 332 - - 304 347 135 154 212 242 296 33.8 248  28.3 170 19.4
Business premises (760) 420 | 55.2 | 272  35.8 304 | 40.0 - - 160 | 21.0 202  26.6 263  34.6 214 28.1 153 20.2
Debt (363) 187 515 179  49.2 135 37.2 160 440 - - 88 241 111 30.7 90 | 248 80 22.0
Intellectual property (467) 304 649 182  38.9 212 454 202 43.3| 88 | 18.7 - - 191 | 40.8 164 | 35.1 | 150  32.2
Regulation (668) 398 59.6 297 445 296 443 263 394 111 16.7 191 285 - - 219 32.7 157 234
Structure (501) 289 | 57.7 201 40.1 248 49.6 214 | 42.7 90 18.0 164 32.8 219 | 43.7 - - 150 29.9
Other (297) 205 69.0 156 524 170 574 153 51.7 80 26.8 150 50.6 157 52.8 150 504 - =

Table 3.3 Extent to which problems experienced by single person businesses occur in combination, illustrating the number and pétbesege
reporting each row problem types also reporting each of the column problems.

Problem type (number)

Trading (1,314) - - 169 129 79 6.0 119 90 58 44 88 67 119 90 78 59 54 41
Tax (419) 169 412 - - 52 12.7| 78 | 189 66 162 33 81 93 227 40 98 | 31 75
Employment (181) 79 439 52 288 - - 43 237 23 128 34 190 45 250 39 213 31 17.0
Business premises (252) 119 47.0 78 30.7| 43 170 - - 60 238 49 193 59 234 45 179 | 33 @ 129
Debt (160) 58 36.6 66 415 23 145 60 37.6 - - 18 111 27 171 17 108 18 11.0
Intellectual property (175) 88 50.1 33 190 34 19.7 49 279 18 | 10.2 - - 36 204 | 32 186 32 185
Regulation (257) 119 46.3 93 364 45 176 59 231 27 106 36 139 - - 50 194 28 111
Structure (172) 78 453 | 40 234 39 225 45 263 17 101 32 189 50 | 29.0 - - 28 16.2
Other (95) 54 565 31 323 31 322 33 342 18 185 32 339 28 297 28 292 - -
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Table 3.4- Extent to which problems experienced by other micro businesses occur in combination, illustrating the number and percefritaggeo

reporting each rowproblem types also reporting each of the column problems.

Problem type (number)
Trading (925)

Tax (353)

Employment (507)
Business premises (409)
Debt (170)

Intellectual property (237)
Regulation (332)
Structure (266)

Other (170)

215
288
235
102
171
220
168
125

60.9
56.9
57.5
59.7
72.4
66.4
62.9
73.5

215
180
153
90
117
164
124
101

23.3

35.5
37.5
52.9
49.5
49.3
46.7
59.5

288
180
193
88
135
187
162
112

31.2
51.0
47.2
51.8
57.0
56.3
60.8
66.0

235
153
193
78
122
156
133
97

25.4 102

43.4
38.1

45.8
51.6
47.0
50.0
56.8

90
88
78
54
66
57
46

11.0
25.5
17.4
19.1

22.9
19.7
21.5
26.7

171
117
135
122
54
119
103
96

18.5
33.2
26.6
29.9
31.9

35.9
38.9
56.5

220
164
187
156
66
119
131
104

23.8
46.3
36.9
38.2
38.4
50.2
49.2
60.9

168
124
162
133
57

103
131

99

18.1
35.2
32.0
32.5
33.6
43.7
3915

58.1

125
101
112
97
46
96
104
99

Table 3.5 Extent to which problems experienced by other small businesses occur in combination, illustrating the number and percdrttagpgeo
reporting each row problem types also reporting each of the column problems.

Problem type (number)
Trading (191)

Tax (79)

Employment (189)
Business premises (99)
Debt (33)

Intellectual property (56)
Regulation (80)
Structure (63)

Other (31)

60
111
66
27
44
59
43
26

75.4
58.6
67.0
81.3
79.7
73.9
69.1
82.2

60

59
41
22
31
41
36
24

31.2 111 581

31.0
41.9
67.3
56.6
50.6
57.9
75.5

59
68
24
43
64
48
27

74.2

68.4
71.4
77.1
79.9
76.0
87.7

66
41
68

22
31
48
36
24

48

34.8
52.5
35.8

65.9
56.3
60.2
56.7
76.7

27
22
24
22

16
19
16
17

14.1
28.1
12.5
21.9

28.0
23.2
25.0
53.1

44
31
43
31
16

36
28
22

23.2
39.8
22.7
31.6
47.1

45.0
44.7
69.9

59
41
64
48
19
36

38
25

31.0
51.3
33.8
48.7
56.3
64.8

60.8
78.9

43
36
48
36
16
28
38

23

22.7
45.9
25.2
35.9
47.6
50.4
47.6

73.4

26
24
27
24
17
22
25
23

13.5
28.7
22.2
23.7
26.7
40.6
31.3
37.2

13.4
29.8
14.4
24.1
50.2
39.1
30.7
36.5



Elsewhere, businesses that werdacing debt problemsi O EAA O OEA O
problems were more likely than businesses facing other problem$o also report
tax problems, while those with business structure problemsand particularly
OET OA xEOE OJworE Addlike® @ialdd rdpbriQissuesconcerning
employees.
Those businesseswith debt problems, problems concerning business
structure, issus x EOE  ET OAT 1 AAOOGAT DOIT bcdnnoly AT A Ol
reported problems with business premises, while those with tax, business
DOAI EOAO AT A @br&dorpaly reporied\debl pradlems
The experience ofproblems concerning intellectual property was by far
the most common forbusinessesOADBT OOET ¢ O OEAO DOI Al Al 08 h
regulation were most common for those reporting problems concerning
intellectual property, business structure and again, 0T OEA08 HOI Al Al 68
businessesreporting intellectual propertyh  OA CO1 A OE problerAsiwédre OT OEA OB
more likely than businesses facing other problems to also reporproblems
concerning businessstructure, while @therdproblems were most common for
businesseghat reported problemsconcerningintellectual property.
Tables 3.3 to 3.5 set out problem overlap for single person businesses,
other micro businesses and other small businesses respectively. As with Table
3.2, for each problem type (row), the table columns show how oftemusinesses
also reported problems of other types. For example, 23.4 per cent of single
person businessesthat reported problems concerning businessstructure also
reported problems concerning tax
Generally, as can be seen by comparing Table 3.3 to 3/ere was a
significantly greater degree of problem overlap as business size increased. This
was a simple consequence of thestrong relationship between number of
problems and size of business.

Problem clustering

Hierarchical cluster analysi$!was used © further explore how problems of
different types overlap and cluster together.The dendrogram in Figure 3.9
represents theAl OOOAO AT AT UOGEO 1 00P0OO8 4kedh Al T OAO
the left of the dendrogram, the stronger the associatiobetween problem types
was found to be
As shown in Figure 3.9, tax and regulation problems were closely related,
and formed a broader cluster with problems concerning employment and

21 Hierarchical cluster analysis was used to establish general and underlying connections
between different problem types. Average between groups linkage was employed as the
clustering method, with similarities between problems measured using Jaccard scoreshe
dendrogram presented in Figure 3.9 illustrates the complete clustering procedure and the
divisions made at each stage of analysis.
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business structure also formed a problem cluster.

In contrast, trading and debt related problems did not belong to a well
defined problem cluster. In the case of trading problems, this suggested that
despite being the most common problem type, andrequently occurring
alongside other problem types (as shown in Table 3.2) they are not linked to
other problems in a defined or predictable way. Rather they simply occur very
frequently and commonly overlap with other problems as a result, without
producing adiscernible clustering pattern.

Rescaled Distance Cluster Combine

0 ] 10 15 20 25
I I

| | I
Tax J

Regulation

Employees

Business_premises

* Intellectual_property J
Other

Structure

Trading

Unable_to_pay_creditors

Figure 3.9- Dendrogram illustrating how problem types tended to cluster together
Problem clustering by size of business

Exploring problem clustering further by size of business highlighted some
differences. As with the overall picture (Figure 3.9), for single person businesses,
tax and regulation problems were closely related. However, problems with
business premises and iability to pay creditors were also related, forming a
broader cluster with tax and regulation problems. Intellectual property and
01 OEAOS DOI Al Al 6 xAOA ACAET OAlI AGAAR
analysis, as were problemsconcerning employment and business structure.

OEI

)T OAT 1 AAOOAT DOT BAOOUh corddrming dnipioyméntandA 1 AT Oh

businessstructure problems also formed a broader cluster. As with the overall
picture, while common, tradingproblems did not belong to a defined cluster with
other problem types.

Tax and regulation problems werealso strongly related for other micro
businesses, and formed a broader cluster with problemsoncerning empgoyment

and business premises. Intellectual propertyAT A OT OEAO08 bHOIT Al Al O
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closely related, and formed a cluster with problemsconcerning business
structure. For other micro businesses, neither trading problems nordebt
problems belonged to a defined cluster.
Unlike single person and other microbusinesses, where trading did not
cluster with other problem types, for other small businesses there was a strong
relationship between trading and employee problems. Problems with regulation
and structure were also strongly related, and formed a broader aster with tax,
intellectual property and business premises problems. Finally, for other small
businesses, there was also some evidence of a relationship between other
problems anddebt problems.
Common clusters overall, and by size of business are shownTable 3.6.

Table 3.6z Common problem type clusters (derived using hierarchical cluster analysis) overall and

by size of business

All businesses Tax, Intellectual property,
Regulation, Other,
Employment, Structure
Business
premises
Single person Tax, Intellectual property,
businesses Regulation, Other,
Business Employment,
premises, Structure
Debt
Other micro Tax, Intellectual property,
businesses Regulation, Other,
Employment, Structure
Business
premises
Other small Trading, Regulation, Debt,
businesses Employment Structure, Other
Tax,

The Parties and Perceptions of Fault

TY8yYhk

Intellectual property,
Business premises

I £ OEA OAI DI A Oi Al

AOOET AOOAOS

18.7% individual members ofthe public, 17.3% government, 10.6% employees

and 7.1% other types of body (e.g. regulators, shareholders, partners, etc.).
22.5% of problems faced by single person businessesvere with

individual members of the public compared to 16.0% for other micro bsinesses

and 12.5% for other small businesses. In contrast, businesses with between 10
and 49 employees were most likely to have faced problems with employees
(29%, compared to just 3.3% for single person businesses and 16.1% for other
micro businesses).
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Problemswith other businesses most often concerned tradin¢65.4% did
s0), as did problems with individual members of the public (58.2% did so)
Problems concerning a government body most often concerned tax (45.7% did
s0). Problems with employees most ften concerned employment (66.9% did
S0).

typ8nbk T £ POT AT AT O xAOA OAEA O1 EAOA ATl
OEAAS8 EAA ATTA xOil1cCch pe8xpbp OIiI AOEET ¢ OEAQ
wrong, 2.2% things that both sides thought the other had done wra and 33.1%
something that did not involve attribution of blame between parties.

The other side was more likely to have though& problem was the fault of
a respondent businessif it was an individual member of the public (25.9% vs.
15.7%) or a government body (30.1% vs. 15.0%) In contrast, problems were
more likely to be attributed to the other side if they were other businesses
(60.9% vs. 33.6%).

This linked to problem type. For example, the other side much more often
saw the respondent business asdving caused problems in the case of problems
concerning tax (32.3% vs14.7%).

Single person businesses were more likely to report that problems had
been caused by the other side doing something wron1.0% of single person
businesses did spcompared b 45.7% ofother micro businesses and 8.1% of
other small businesses

The Character and Severity dkgalProblems

As with the English and Welsh Civil and Social Justice Panel Surgepestions
were included in the survey to explore how problems were characterised by
respondents and how serious they were perceived to be
Respondents were asked which of a range of descriptions best
characterised their problem. Overall esponsesare set out in Figure 3.132 As
can be seen, fewer than one in five probleh x AO AEAOAAOAOEOAA AO C

22 A small minority of problems (12.7%) were characterised in more than one way.
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Figure 3.10- How problems were characterised by respondents
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Figure 3.11- How problems were characterised by respondents

Looking at businessef different sizes, Figure 3.1Ikshows that relatively
little difference was evident as regards problem characterisation.
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Figure 3.12- How problems were characterised by respondents

However, as Figure 3.12shows, characterisation varied substantially
between different problem categories.So, for example, while just 8.4% of
problems concerning trading were characterised as legal, the figure was 48.2%
for problems concerning intellectual property?23

Turning to severity, single person businesses reported a greater
proportion of problems rated in the least serious quartile(27.9%, compared to
21.2% for others).24 Problems concerning trading were also more often rated in
the least serious quartile (33.6%), and Iss often in the most serious quartile
(19.5%). Problems concerning business structure/ownership (15.2%) and
business premises (16.9%) were least often rated in the least serious quartile,
and more commonly featured higher up the severity scale. No other table
differences were apparent.

The Duration ofLegalProblems

The Small Business Legal Needs Benchmarking Sum@lected data concerning
the duration of problems. As noted above, not all problems had concluded by the
time of interview. However, wewere able to include all problems in our analysis,
so as not to disregard lengthier problemsWe conducted an event history

2392,=265.16, p<0.001.
24 925=28.35, p<Q001.
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analysis (also commonly known as survival analyst¥8) to model problem
duration by problem type and by whether or not respondents ohldined legal
advice. Further details and model output are set out in the statistical appendix.

The model in the statistical appendix was used to derive a survivor
function which sets out how long problems of different types lasted. This is
illustrated in Figures 3.13 and 3.14which show the extent to which problems of
different types without legal advice remainedon-going over time (Figure 3.13
and the extent to which problems of different types with legal advice remained
on-going over time (Figure 3.14.

There was significant variation in the extent to which problems of
different types remained ongoing over time. As can be seen in both figures,
employment and trading problems tended not to last as long as other problem
types. After two years, just ove0% of these problems remained where no legal
advice was obtained, and just ovel30% where advice was obtained. Other
problems tended to last longest, with just unde’50% on-going after two years
where no legal advice was obtained and just unde€g0% where legal advice was
obtained. The remaining problem types were broadly comparable in terms of
duration.

Comparing figures 3.13 and 3.14 also illustrates that obtaining legal
advice was related to significantly longer problem durations presumably
reflecting the different nature of problems about which legal advice is obtained

1 —Trading
= 0.9 -
08 - = Tax
07 - Employment
0.6 — Business
05 premises

' - |ntellectual
0.4 - property
—— ——Regulation
0.3

Proportion of problems ongoin

0.2 | ——Structure
0.1 Other
0
0 12 24 36 48

Months since start of problems
Figure 3.13- Proportion of problems of different types that remained @oing over time(where no
1 ACAT AAOEAA xAO 1T AOQGAET AAQ8 .1 OAOTORA G OF4 AMas0 AMIAATIEX
and is obscured behind it.

25 For example, se&inger, J.D. and Willett, J.B. (1993)
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The Impact of Legal Problems

Summary

This section sets out details of the impact of legal problem45.1% of problems had a
tangible impact on the sample small businesses, with significant differences in th
likelihood of different problem types doing so.

Problems concerning business structure/ownership most often negatively
impacted on businesses (59.%). Other factors associated with negative impact were
AOOET AOGOAOGS 1 ACAl OOAOOOR OAAOI Oh xEA
had retainer agreements for legal services or had retainer agreements fc
HR/employment services, and whether or ot businesses were BME or disablec
controlled. No association was found between problems having had negativ
consequences and business size.

Adverse consequences most frequently involved loss of income (22.1%), followe
by the incurring of additional costs(10.2%), damage to reputation (7.9%), loss of
customers/contracts (7.1%) and damage to relationships with other businesses
(6.6%).

A few differences were observed in the types of impact reported by businesses
different sizes. For example, larger smalbusinesses more often reported that
problems led to the loss of employees.

Where problems were reported to have consequences, the mean number
consequences was 1.5. There was no difference in this regard between businesses
different size or betweenproblem categories.

The percentage of problems of different types that brought about each type ¢
adverse consequence varied considerably. For example, problems concernil
trading and intellectual property more often led to loss of income. Problems
concerning tax and regulation were associated with the incurring of additional costs.

Excluding ten values of £1 million or more, the mean monetary value of advers
consequences was £13,812 (median = £1,235).

Different types of adverse consequence were assooctat with different levels of
value, with problems that led to businesses having to cease trading among tho:
associated with the highest valuesLegal status, sector, number of years trading
turnover, problem type, legal expertise and businesses retaininiggal services were
also significantly associated with impact value. No association was found betwee
the value of consequences and business size, or whether businesses were BME
disabled controlled.

18.2% of the 3,640 problems about which data was avaible adversely affected
the health of one or more people in the business concernetihere were substantial

differences in this regard between different problem categories

As part of the Small Business Legal Nee@&&nchmarking Survey respondents
were askedwhether and how one sample problem (randomly selected from the
problems each business reported)had impacted on their businessand those
within their business.26 This section sets out details of the impact ofegal

% The problem for followup was the most recent problem experienced in a randomly selected category
of problems where problems had been identified through earlier questions. Owing to the different rates
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problems. In this section findings are based on weighted data, so that the sample
of problems matched the problems reported overalt” Findings relating to
specific problem types are weighted as in previous sections.

The Impact ofLegalProblems on SméaBusinesses

46.5% of the problems that the sample small businesses reported were said to
have had a tangible impacbn busineses.

Multivariate analysis (binary logistic regression) was used to investigate
the factors lying behind whether or not problems had a tangible impact on
businesses.The analysis looked at impact in relation to business size, problem
type, legal status, sectoiturnover, profitability, legal expertise, legal services and
HR/employment services retainers, number of years trading, number of business
relationships, and BME and disabled control of businessé3utput is set out in
the statistical appendix.

The analyss indicated that there was no significant difference in the
likelihood of businesses of different sizes beingdversely affected by problems.
However, therewere significant differences in the likelihood of different types of
problem impacting on businesss. So,as suggested by Figure 4.1, problems
concerning, tax related problems were least likely to impact on businesses, while
problems concerning regulation and business structure/ownership were most
likely to do so. In raw data terms, 59.6% of problems ewerning
structure/ownership brou ght about adverse consequencesand 54.0% of
problems concernirng regulation 54.0%. The corresponding figure for tax related
problems was just 33.9%

"OOET AOOGAGS 1T ACAI OOAOOO xAO Al 01 AOOI A
impact, with problems faced by public limited companies much more often
having done so. Using the regression model output, problems faced by public
limited companies were found to be 85% more likely to have negative
consequences than problems faced by sdleders.

Business sector was also linked to problems having had an impact. The
primary and transport and communication sectors were associated with an
increased likelihood of problems adversely impacting on businesses. The reverse
was the case for the hdéh sector.

of prevalence of different problems and the diffeléaiihoods that different types of problems would

be experienced in isolation of other problems, the pilot sample of problems about which detailed
guestions were asked was highly skewed towards, in particular, problems concerning trading.
Unweighted, 1,82 problems concerning trading were followed up, and 691 concerning employment,
471 tax, 417 business premises, 346 regulation, 253 structure/ownership, 240 intellectual property, 31
debt and 110 other issues. For a future survey, a weighted random paxadfised in some
iterations of the CSJS, should be used to boost the number of problems of rarer types available for
follow-up. The total number was 4,381.

2" The volume of all problems reported was used as the basis for determining Waflgatsdata wre
weighted, the total number of problems followaul in detail was 3,640. This figure accounts for the
sample structure and the actual proportions of problems reported.
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Legal capability was also associated with problems having had an impact.
So, problems were more likely to have had adverse consequences where
businesses contained people with legal expertise, had retainer agreements for
legal services or had r&ainer agreements for HR/employment services. In each
case, problems were more than 50% more likely to have negative consequences.

Finally, problems were found to have been more likely to impact on
businesses that wereBME or disabled controlled

Structure/ownership

Regulation

Business premises

Intellectual property

Trading

Employment

Problem category

Debt

Tax

Other

Any

0 20 40 60 80
% of problems

Figure 4.1z Likelihood of tangible adverse impact by problem type

No association was found between problems having had negative
consequences and turnover, number of years trading, or number of business
relationships.

Types of Impact

As can be seen fromFigure 4.2 the most commonimpact was on income
(22.4%), followed by the incurring of additional costs (10.26), damage to
reputation (7.9%), loss of customers/contracts (7.1%) and damage to
relationships with other businesses (6.8%6).

For most types ofadverse consequence there wasttle difference in the
pattern of reported impact by businesses of different sizes. However, as would
be expected, larger small businesses more often reported that problems led to
the loss of employee$8 So, whereas just 0.% of problems reported by single
person businesses resulted in the losef employees, the figure was 2% for
other micro businesses and 3.8% for other small businesses.

2 Excluding through disciplinary processes/redundancy.
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