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Finance 7. Financial Management for a Start-up Business

Accounting Records and Systems

In preparation for starting the business you should ensure that you have arranged how your accounting records for the business are going to be kept. The amount of accounting information and the type of systems required will vary depending on the nature of the business involved. The main purpose of accounting systems is to show on a regular basis how well the business is doing and to pinpoint any area where there is a problem. (Example excel worksheets are given in Information Sheet Finance 9.).

Uses of Accounting Information

All businesses need to provide statutory returns and financial information such as company accounts and tax return information. However, it is just as important that you have regular financial information in order to measure whether the business is meeting its financial objectives as set out in the business plan projections. Regular financial information may also be required for lenders to the business, such as banks and so management accounts should be prepared on at least a monthly basis for most businesses. 

Records should be kept on a daily basis and in the first instance an excel cash flow worksheet should be enough to give you information on daily cash in/out in the bank business account since cash will be the most important asset of the business in its early stages. 

Budgets and Variance Analysis

A budget should be established based initially on the financial projections. Accounts can then be produced showing the variance on individual items of income and expenditure in the period. Those variances are important and each item should be considered to try to find an explanation of the variance in the amount. This exercise will help you see any items for which your forecast figures have been incorrect and you can then adjust your forecast, if necessary, for the future periods. The financial forecasts for the business should be seen as an evolving model, which changes with circumstances and your growing experience. (See Information Sheets Finance 4. & 6. for further information).
Tracking Key Risk Factors

Information Sheet Finance 6. will have given you an idea of the most important risk factors in the business and why you should keep records to alert you quickly to movements in relation to those factors. e.g, if the demand for the product or service is a sensitive issue, it could be useful to keep a record of sales leads obtained each day and gradually be able to measure the average time it takes to convert a sales lead into a confirmed sale. This will then allow you to build up a model over time which can be used to estimate the conversion rates and timeline of your sales pipeline.
Essential Financial Information

You should make sure you have good up-to-date financial information on a regular basis. This is vital to enable you to check that the business is heading in the right direction and that the financial objectives of the business are being achieved.  Major questions to answer, which need regular financial information about the business are as follows:
	· How profitable is each of your services or products?
	· What is the current bank balance?

	· What are the overheads of the business?
	· What cash is available to the business?

	· Who does the business owe money to and how much?
	· Who owes money and how much?

	· What will be the outcome of this month’s trading?
	· What is the break-even point for the business?


If you are unable to answer these questions at any time then you may well have lost financial control of your business. 

For example, if some of the products or services of a business are not profitable you will need to consider whether it is worth continuing with them, perhaps as loss-leaders. But can the business afford the risk of this strategy? Knowing the cash balance in the business is important to ensure it is kept within overdraft limits. If debtors are growing, while sales are not, then you should question whether you are chasing the money enough. If the level of sales is reducing then you should look at ways to reduce overheads of the business. Even if you don’t think that ‘finance’ is a strength, you need to develop a sense of different parts of the financial information of your business then you can quickly spot any item that is out of the ordinary and question the reasons for that situation.

Financial information is like the warning lights on a car, or hearing an unusual noise from the engine, it is information that tells you something is wrong and you ignore such information at your peril!
Variations in Depth of Business Plans

The nature of the business plan and information that needs to be provided will vary according to your audience. You should prepare a full business plan which you will use as a tool to understand and explain your business at the sort of level required by the more demanding potential funders such as a Venture Capital fund. However, in approaching other sources of funding (see below) you should extract only the relevant information for that particular party rather than drowning them with too much detail. For example;
· Friends and family may have heard so much detail about the business idea that they require very little written information to decide whether to back the new venture.  

· For government and charitable grants the information required and the format it should take are normally dictated by the rules for the application.  e.g the Proof of Concept Fund’s criteria, check with University Enterprise Team for details. 

· For bank finance a shortened version of the business plan (the executive summary for example) plus the financial projections should be sufficient.

· Factoring and leasing companies will want to see a summary of the financial projections but will be particularly interested in details of the sales and debtors for factoring and the relevant assets for lease finance. 

Mistakes to Avoid

· Only prepare figures based on your belief of what the business needs not on what investment you think can achieve. 

· Another mistake is to accept an investment and launch the business without the full amount of capital your plan shows you need. You should hold back until you have secured the correct amount of funding you require. If you request a £10,000 overdraft from a bank and are offered only £7,000 you should secure the other £3,000 elsewhere rather than start with less capital than you need for the business based on your projections. 

· Also you should not start the business on a promise of funding. It is important not to start until all of the funding is definitely secured. 

· The entrepreneur should not start using any external funds without agreeing the terms in writing, signed by both parties. They should always seek advice before signing financial agreements.
To find out full details of the enterprise support on offer at BU contact Rhyannan Hurst at rhurst@bournemouth.ac.uk or on 01202 961511.
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