ENINRERRENEUR

The complete business start-up kit

Application throughlearning



S eI e T SSRATRED  SEER o = o RM ot

e b Sl o6 i oS8

ENIR

ERR

e o

EN

R W O R S T

EUR

The complete busmess start-up kit

pplication through learning




ENTRERPRENEUR

The complete business start-up kit

Text book by David Juster
and Stuart Armstrong

Programs by Nikhil Sen
and Stuart Armstrong

Triptych Publishing Limited



Triptych Publishing Limited, Sterling House, Station Road, GERRARDS CROSS, Bucks,
SL9 8EL.

©Triptych Publishing Limited 1984
First Published 19584

All rights reserved. No part of this publication or accompanying programs may be
duplicated, copied, transmitted or otherwise reproduced by any means, electronic,
mecharical, photocopying, recording .or otherwise without the express: written
permission of Triptych Publishing Limited. This book and programsare sold subject to
the condition that they shall not; by way of trade or otherwise, be lent, resold; hired out,
or otherwise circulated without the ‘publisher's prior written consent-in-any form of
binding or cover other than that in-which it is published and without a similar condition
including this condition being imposed on the subsequent purchaser.

BRAINPOWER is the trademark of Triptych Publishing Limited.
ISBN 185080 315 X

Design and production in association with Book Production Consultants, 47 Norfolk
Street, Cambridge.

Typeset by Cambridge Photosetting Services, 19-21 Sturton Street, Cambridge

Printed by Burlington Press (Cambridge) Limited, Foxton, Cambridge.



Getting started

Entrepreneur has been designed 'to beused by people with a wide range
of backgrounds and skills. Many of you will therefore not need to work
through the Teaching Program from start to finish in order 1o make use of
the Applications Program to analyse your business idea. At this stage, you
have a choice of the following courses of action available to yow

The Leisurely Approach

We suggest that the most appropriate use of Entrepreneur 1§ fo read
through this Text Book from Chapter 1. As well as explaining the technical
terms yvou will need to know in order to apply and understand the
Applications Program, the book provides a comprehensive checklist of the
many aspects and igsues involved in starting @ néw business venture:

Straight Down to Business

The primary intention of Entrepreneur 18 1o provide you with the facilifies
to perform a detalled financial analysis of your business plans. If you are
familiar with the terminclogy.and processes of accounting and book-
keeping, vou may wish 10 go straight into the analysis, In this case, tin o
Chapter 10 of this Text Book, where you will find a detailed explanation of
how the Applications Program opérates.

Note

If you are not familiar with the procedures required 1o load the Teaching
or Applications Program onto your computer, please refer to Appendix 5,
where you will find specific instructions for using the different versions of
Entrepreneur.



Contents

The book is laid out in a way which allows you to stand it upright in the
box lid alongside your computer. For this reason, the pages are in an
unusual sequence. Pages 1 to 50 start from the front of the book, whilst to
use pages 51 to 100, just turn the book around and start from the back
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Introduction

Welcome

Titles In the BRAINPOWER series are uniquely designed to harness the
power of your compuler to-enable you to learn new gkills in & simpler and
more enjoyvable way, The sophisticated interactive approach ensures that
you can work at your own pace and, once you have mastered the topic,
the Applications Program will continue to serve your needs. We have
made evéry effort 1o create a course which is straightforward to-use, but if
you think that we could improve upon it, please write o us on the card
included in the pack.

Entrepreneur is a complete learning and applications course designed
to help you through the complex process of determining the viability of
your new business venture. Your purchasge consists of three elements;

1) The Text Book which you are now reading. Please bear 1n mind that
you will bé using it cofitinuously in conjunction with the computer,
and therefore it has been designed to stand uprightin the box lid so
that vou can refer to it more easily.

2) The Teaching Program, which will be used to gwe vyou a full
understanding of the concepts required to analyse a business start-

up.

3) The Applications Program, which will perform an analysis of your
own business plans.

You will find that the Teaching Program 1s niot a simple tutorial on how to
use the Applications ‘Program. Once you gain an understanding of the
material, you will feel confident to analyse start-up figures with or without
your computer.

If you thirik that you already have a sound grasp of the accounting and
finance principles required; then you may wish o try out the Applications
Program immediately. If so, simply turn the book around; and find Chapter
10, There you will discover the detailed instructions for analysing your
own start-up plans.



CHAPTER 1
The Teaching Program

1.1 Teaching Method

Before we thove into the stage of actually learming anything about how 10
start a new business, we will quickly review how the computer is going 1o
be used in conjunction with this. book:

The bagic information on accounting and book-keeping which you tieed
to understand to take full advantage of the Applications Program is
contained in Chapters 3 to 8. The teaching method employed uses the
book to present the detailed explarations of -each topic, and this 18
supplemented by demonstrations on the computer screen. Because of this
approach, you will be referring from the book to the computer screen
quite frequently. Therefore, we suggest that you stand the Text Book
upright in the box lid, and arrange it alongside the computer screen. The
pages have been numbered in a way to facilitate this approach. The maths
used in the teaching process has been kept as simple as possible.
However, if you encounter problems with if, of would like to know more
business arithmetic "tricks”, then another title in the BRAINPOWER setles,
Numbers at Work, will provide you with the answers.

1.2 Business Planning

You will find that Chapter 2 explains in some detail the vanous elements
which must be combined to plan a business venture in a structured. and
rational way, and this is supplemented by the information provided in
Appendices 1 and 2. We advise you to read through this chapter before
you start working on the other parts of Entrepreneur. This is because 1t is
essential for you to realise that the figures themselves will form just.one
part of a comprehensive business plan.



CHAPTER 2
Planning a Business

2.1 The Business Plan

For most people the ideas for their new venture will come together 1n bits
and pieces. The idea for the product might-come one day, its packaging
another, and the marketing angle you feel will really get the message
across will corme on. yet another day. Your idea will undoubtedly seem
very attractive and full of potential. However, before you can get your
project up and running, vou must consolidate all of your ideas together. In
doing so you will turn your business idea into a business plan, and it 18 this
plan which you will follow to set everything i motion. The document you
prepare as you assemble the ideas for your venture, your ‘Business Plan’,

has three essential functions:

1y

2)

3)

It provides a structure within which you can assemble and test all of
the elements of your proposed business idea. As you develop the
plan, many things will become evident during your research.
Estimates of costs and timings will change. - You may find that your
concept of the gize and shape of your market changes as you get
more information. As you find out more about what your potential
customers really want, you may think again about how you will sell
or package the product. Don't ighore this information just because it
doesn't conform to your origimal beliefs — uge 1t to your advantage
and be - flexible enough to modify the plan as you go along. In
general, the more effort you put into your plan, the easier the
business will be to start and control.

You will use it to present your ideas to others, espscially those
people vital to your plan: particularly your bank manager and your
accountant and solicitor if you have them. If you offer them a well
thought out and well-presented plan in the first place, they will
immediately be impressed If vou have done: the background
preparation thoroughly you will probably know more about your
venture, its marketplace and the people who will buy your product
or service than they will- Above all, if you demonstrate that you have
put sufficient effort into vour plan, they will have more confidence 1n
you and your enterprise.

A good plan will enable you to monitor the business in its formative
stages and as it begins to grow. You will Have made many
assumptions in the plan about how you expect things to happen
Whern you put your plan into action you will find that many of these
will change, some by a little and some by a lot. A well thought out
business plan will allow you to react to these changes and control
your business.



Your Business Plan need not be a mammoth document, but it must be
sufficiently detailed to do its job. That is to persuade people to help you
get your idea in motion and your business off the ground, whether by
lending you money, or giving you advice and support. The plan will have
to be written out, but the suppoerting figures will be produced for you by
Entrepreneur’s Applications Program.

The following is a comprehensive list of elements you may wish to
include in your plan. Not evervthing will be appropriate to your particular
venture, but you should look carefully at each and check whether or not it
18 relevant

2.2 The Introduction

This should be & statement of the objectives of your new venture and the
background to how you arrived at-your idea-and why you are suited 1o-1un
it. Make it short and crisp (no more than one page) t¢ set the scene for the
whole plan. The summaries in this section will be dealt with in greater
detail in the body of the plan.

What is the structure?

Is it a Limited Company, or are you sole trader or in partnership with
others?

Who will run the business?
@ Wil it just be you on your own? If so, what 18 your background?
& If there are others, will they help to manage the business or help to
produce or sell the product or service? What are. thewr
backgrounds?

Who else has a financial interest in your venture?
» Have friends or relatives offered you financial help in setting up
your business?

VWhat is the general purpose of your business?

What specific products or services will you - sell?
@ Do you have more than one product to sell?
@ Are you.selling an existing product or service or developing
something new?



Who will be your customers?
Why will people buy your products or services?

Have you identified specific customers; have you approached them, and
what have been their reactions to your proposition?

What funding do you need?

How do you intend to finance the business?
@  How much equity, term loan-and overdraft?
# For how long?
# Do you need a ‘holiday' on loan repayments?
& Will you provide any security?

2.3 The Product

You will already have a lot of confidence in vour product or service. You
will know what it will look like, what colour it will be and why it is going o
be a world beater; others will not. They will want to know exactly what it
is you are planning to sell. From your descriptions of the product and its
advantages, others. will form a. picture -of where it -will fit in the
marketplace and how it will perform against the competition.

What is it?
What 1s the product or service you intend to sell?

Are similar products or services already on the market?
@ As other businesses are competition,  so are other products and
gervices:
® How many are around, how much do they cost and how are they
sold?

What are the advantages of your product or service over the existing
competition?
@ lg it better, cheaper, faster, or with more facilities than its
competitors?
@ Ig it filling a gap which nobody else has seen? If so, while the
product may be very saleable, you may have more of a problem
persuading people that they need it,
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What are the disadvantages of your product or service over the existing
competition?
# Knowing where your weaknesses arée gives you strength because
you can play up the strengths and play down the weaknesses.

What technological changes or developments will you make to your
products over tirme?
w Will you be able to develop vour product still further as you get
more resources?
@ A product which ig technologically superior can find new markets
or sell again into old ones.
& -1f you envisage doing this in the short term, make sure the
resources needed are into your plan.

Is it yours to sell?

Are there any 'third party' rights-to the product?

@& Make sure, as best you can, that the nights’ 1o the goods you wish
o sell do not belong to someone else. They can be covered by any
number of 'registrable rights' such as patents, registered designs
or copyrights.

Can you protect your product with registrable rights'?

@ The option of protecting your ideas or ‘intellectual property’ may
be available to you as well. If you intend to market an invention or
new design of your own, investigate whether or not you can secure
rights' to it ~ before you start to sell it

2.4 The Market

This section will ‘demonstrate to -you ‘and others one of the most vital
aspects of the plan: is there a market for the product, if so where is it and
how large 1s it? As you prepare this section you will gain more and more
important information which will help you to sell your products or services.
You will begin to understand why some people in your business have
found the recipes for success, and why others have failed. The more sound
your knowledge of the market, the better you will be able to compete, and
the easier you will find it to get people to buy whatever you are selling.

Where and what is vour market?

Where is your market?
@ Is it local, regional or national?

g



What is-the overall size of your market? Is it growing, static or declining?

@ How many potential customers are there;, whether you plan 1o s&ll
the producton a'local, regional or national basis, try to find out how
many existing customers there are in these areas and how much of
your type of product is bought every year.

# information can be obtained from "trade” magazines, and from
industrial ‘research which can be found: at vour local or central
library. Appendix 1 will give you more ideas on where 1o look

& If you are concentrating on -a particular part of the whole market,
you should try to define your area of intérest, the numbers of
potential customers and their potential total purchases.

Why is the market growing; static or declining?

& The reason for the market's overall behavicur may give you further
clues on how 1o sell your product.
A growing market may present you with greater opportunities.
If the market is static or declining you may have to think harder
about how you will sell against your competitors who themselves
are being squeezed.

% &

Are technological developments likely to change the market?

» Is your product technologically superior to its competition?

@ Are there technological developments on the horizon which may
affect demand for-your product -or service in the foreseeable
future?

&

Your Competitors

Who are. your competitors?
@ Competitors will almost certainly exist in some form or another,
even if your product or service is superior; you should identify as
many of them as you can.

Of all your competitors, which three pose the greatest threat to the
success of your riew business?
# From the total list you have defined above, decide which
competitors are the greatest threat to your particular idea,
2 ldentifying these will help you develop a product and sales
strategy which will enable you to compete more effsctively.

What are the three major strengths of these competitors?
s Look at thewr products and the way they are sold. Decide which
three factors give each of them their success.
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& Do they compete by offering a better service, a lower price, or
higher quality goods?

What are the three major weaknesses of these competitors?
@ Which three things make them least attractive to their customers?
@ Ts it surly staff, higher prices, or long delays on goods which are
ordered?

What are the three major strengths of your business?

& These are the reasons why people will come to you rather than
your competitors; be sure they are real strengths and will attract
the customers you need.

® Is your product or service filling a gap. Do you carry a better
range of a certain item; do you intend to attract your customers ina
different way. to your competitors?

@ Remember, this is a real opportunity for you to gain an edge on
your rivals. You will probably have analysed all these competitive
factors better than them!

What are the three major weaknessses of your business, and how will you
overcome them?

# Be realistic and honest in this. You may have shabbier premises
than your competitors, a less convenient site, or you may not be
able to handle immediately all the work you are offered.

® Concentrate on ways of minimising these weaknesses, oI turning
them to your advantage.

If there seems to be an obvious gap to fill, why have others not seen it?
@ Have you fallen into a trap; are things as simple as they seem?
® Beware particularly of thinking you will be successful by having a
lower price — if you can undercut the prices of your competitors,
why don't they use this tactic?

YWhat are you going to do?

How will you position your product or service to take advantage of their
weaknesses and your strengths?
@ This is really a combination of all the above factors, but
concentrate here on how you will sell your goods and how the
customers will perceive yours as different and better.

11



How much will you charge for your product or service, and how did you
arrive-at this figure?
@ A methodical analysis of pricing -is contained in Entrepreneur's
Applications Program.

How do others operating similar businesses arrive at their prices?
# Finding this out may not be as difficult as it seems. Asking is the
easiest way. You may prefer to start by asking people in the same
Iine of business but in a different geographical area.
# Reading trade publications and industry analyses will fill in many
of the details:

What sales volumes do vou need to achieve to break even?
# Discovering your break even point is easy using the Applications
Program.

How sensitive is your break even point to the prices you intend to charge?
# The Applications Program will do these complex calculations for
you. The answers will tell you how much any of the componernts of
your venture will have to change before they begin to affect your
profitability.

How will you sell your product or service?
& Will you sell direct to the public, through a wholesaler, or will you
employ and run a sales force?
# This has important implications on the volumes you can expect to
sell, the prices you have to charge, and who your customers are.

Who are the people you will be selling to?

@ The people you sell to are your customers. They may not be the
ultimate consumers of ‘your service or product, but they are the
people. who will be placing orders with you and buying your
products in the first-instance.

+ If you are selling direct, then the public are your customers. If you
sell to wholesalers, distributors or retailers, then their buyets are
your customers. If you are selling to commercial companies, then
someone in their organisation will ‘be making the buying-decision
and he or she will be your customer.

».Don't just think about this, compile a list of names starting from now
- you will need them sooner or later anyway.

[

Who else has influence over these people?
% You may be able to influence the people who influence your
customers. Think of everyone who may be able to promote your
product-and get your customers fo buy it.

12



How will you maké your potential custorners aware of what you have to
sell?

@ This 18 the route to your customers.

# Will you rely on-advertising; word of mouth, or personal visits?

& Whichever method you choose, make sure you can afford it in time
and money - and make sure- it will be effective and reach the night
number of potential customers in the right timescale.

#_ Remember; if you don't make people aware of what you have 1o
sell, they will never become customers.

How will you advertise the product and are you sure that this 1s the best
way to reach your potential customers?

® Through the local preéss, national préss, radio or TV? Think
carefully about the best way to draw a potential customer's
attention to your product. Bewsare of wasling money on
inappropriate and ineffective advertising.

# Work out how many potential ctstomers will be exposed o your
advertisements, Then work out how many customers you need to
break even, Now, think of how many custorners will respond to
your advertising and actually buy something. Is this figure at least
as big as-the number you need?

# Responses to adverlising are a very small percentage of the
number of people who will see the advertisements — usually much
less than 1%.

How will you monitor your advertising to see if it is effective?
® It is no good advertising if you can't work out the effect it is having.
Are the people who actually buy your goods dolng so 111 response
to your -advertising?
@ Which advertising produces the most customers and which the
least?

Will you be able to' make use of free’ advertising through press coverage
of your venture?
® Have you planned to tell the local or national newspapers about
yourself or your products This is not only ‘free’ advertising, but
carries the ‘endorsement’ of the paper which prints it
@ Newspapers, radio and TV need news. Try and interest them in
yours — you've nothing to lose.

How will you get your product or service to the customer?
& ‘Wil you sell your products across the counter or will you engage
sornecne else to ship the product to the customer”?
e If you are selling a service, will you travel to your customer's
location to provide it?

13



# These are important considerations, partly because of what your
customers will expect, and partly because someone will have to
pay for this aspect. Have yvouwincluded it in your budgeting?

What is the life-cycle' of your product or service?

# Very few producis or services become gmash hits overnight, Most
start off with modest sales, grow as more people become aware of
them, then gradually decline. They decline either because most of
the potential customers are satisfied, because someone else will
sell them something similar but cheaper, or because someone
comes on the scene with a newer and better project.

# The life cycle' of your product or service 1s very important as you
will base your sales forecasts on it

What sales volumes do you expect in the first three yvears and why?
@ By applying a life cycle' to your product or products and deciding
how many custorners you ¢an reach you will:be able to estimate
your likely sales volumes.
% Be ag realistic as you can in this. Take into account the possibility
of something failing or having less effect than you would like.

How long ¢an you survive before you make a sale?
# . The Applications Program of Entrepreneur will tell you when you
begin to run out of cash

How long is it before you reach your break even sales volume?
# The Applications Program will calculate the break even volume for
you.

What are your legal obligations to support the product or service after you
have sold it?
# You will almost certainly have some legal obligations after you
have made a sale. You must know what they are.
@ Will vou offer after sales service? Can you cope-and can you afford
i?
# Investigate buying insurance to cover the more expensive aspects
of this, such as consequential loss and other liabilities.
@ If in-doubt-about-this congult an expert; ugually a solicitor. It may
seem an extravagant waste of vour scarce resources, but it could
save you a lot-of pain, hedrtache and money in the long nin.

14



2.5 Human Resources

People are just as important as product, In this section you must work out
in detail the skills you will need for all aspects of the business. You will
realise in which areas you are deficient-and have an-opportunity to make
provision for this. Your bank manager and other investors need © be
convinced that you have mustered the capabilities and resources o run
the business efficiently and to bring the goods to market. It is no good
fudging the facts just to make the plan read well; the people may be the
only  concrete eviderice you ¢an produce at this stage, and your
supporters will certainly wish to meet them, However good the product 18,
the show will grind to a halt if you don't have the right people.

What do you need?

What are the main skills vou need t¢ run your business?
@ Who will manage the business?
Who will sell the product?
Who will answer the letters?
Who will do the accounts?
What skills do you need to produce the product?
What skills do you need to-advertise your wares?
There will probably be many more than this shortlist. Write down
all the skills you will need ~in detail, You rmay not have to employ
people with them, but if they are on the list you will surely need to
find them from somewhere.

& & &« & & &

What have you got?

Do you have all the skills you have identified as necessary, and if not
where will you get-them?

# Write down names against the skills.

@ Will the people you have named do the job-well enough? Are they
trained or competent for the jobs you have allocated?

® Learning ‘onthe job' 'may be alright if you have the resources o
‘carry” someone for a while, but if the job is critical they may have
to earn their keep straight-away.

@ 1t may not be necessary to take on employees to access certain
skills. It may be cheaper and more effective to contract out some of
the jobs:

e Do you really need to employ someone to type or someone 1o
drive thé van? Think hard about this, carrying excess labour can
be as harmful as not employing a-vital skill
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How will you recruit people with the skills you need?
# Have you-planned how o get them? Do they live 1n the area?
@ Have you set aside time 1o interview: applicants until you find. the
right ones?

What are your skills and those of your business pariners?
@ If you are working with others, check that  your -skills are
complementary.

2.6 The Implementation Timetable

Having decided all the things you need to do to start your business and
begin to sell your products, now you must allocate times to the various
activities you have planned. It will get you to think in more detail about
how long each activity will take to organise, which activities c¢an be
performed concurrently, and what the various "milestones” along the way
will be. You may find another title in the BRAINPOWER series, Project
Planner will help you do this more quickly and efficiently.

What is the timetable between now and the time vou intend to be in
business?

@ Take as much time and care to prepare this as you spend on your
sales forecasts and budget estimales.

@ List all the activities you know must-be complete before you can
start trading; then investigate how long it will take you to achieve
them.

# “Thisis not as difficult as it may appear and the best way of finding
out quickly and accurately is to-ask. Agk people who have set up
similar businesses from scratch, How long did it take them to find
their offices or factories? Having found them, how long was it
before they could move in and begin to operate? How long will it
really take you to get your telephone installed?

#- Remember; you have to survive the setup period before you start
to trade. And time is money.

Which elements in the timetablerare critical, and what will happen if they
take longer than you imagined?
® Take into account the things which are most likely to go wrong and
work out how this would affect your plan in the worst case.
# Do you have the resources to cope if these things happen? What
will you need and where can you get it?

16



Are there any recognisable stages at which you can abort your venture if
events do not work out as you plan them?

# You should set targets for certain things to happen. Make them
realistic and monitor them as you go along ~ but have them written
in the plan.

& [t may be unrealistic to expect to sell, say, 100 items in 'your first
week. If you have sold none you should persevere and work out
why not.

@ If you have sold none by, say, the fourth month of operation and
have tried your best to sell, it may be time to cut your losses and
try your hand at something else.

# These targets will come in many shapes and sizes. But-only if you
know what to expect will you be able to react effectively.

2.7 Finance

You may have thought at the start that all that was needed to get your
business going was to get some money and then get on with things. You
should now realise that getting finance for your project is just one of the
steps, albeit an important one. If you have organised the rest of the plan in
depth and can present it with confidence you will stand a much better
chance of finding the money you need. Entrepreneur’s Teaching Program
has been designed by experts to show you the importance of all the
slements of the financial jigsaw and how to usée them to your advantage.
The Applications Program will take most of the hard work out of
preparing this section of the plan, as well as answering many of the
questions raised in other sections.

How much money do you need to start the business?

From which sources will it come?

How much from you?

How much from friends?

How much from the bank -~ as overdraft or term loan?
Will you provide security for the loan?

Do you need a ‘holiday' on loan repayments?

&

& & & &

How much money do you need to keep the business going until money
starts to come in?
# Use the Applications Program to calculate your cash flow, month
by month for your first year and a half of trading.

17



How much money do you want and need from the business?

L

L]

This is never an easy question to answer, and your backers will be
just as interested as you

Make sure you pay yourself enough. The bank manager and the
other investors want you to concentrate on making the business a
success; they will be concerned if they feel that you will be
worrying about making ends meet at home.

Don't take oo much out. This will worry people as well; they may
imagine that you are only borrowing fo-satisfy ‘your personal
requirements, and that you regard the business as & secondary
interest.

Remember: if you make the business into the success you believe
it will be, then your rewards will come-in time.

What are the assumptions you have made about your various costs?
# List them in this section so that others can tell at a glance how you

How sensitive is your profitability to changes in the various elements of

have arnived at your final budgets and forecasts.

your plan?
@ Entrepreneur will calculate this for you

What are the major risks you and your backers will have to accept if you

proceed?
@ You will be able to pick out the major risks from the financial data.

How can you minimise these nsks?
& You should consider various ways of keeping these risks as low ag

possible.

What ig the upside potential of your business?
# You should know what might happen if things go much better than

How will you control your financial position when the venture 1s runmng?

expected. This is not as simple as it may appear. Growth can be
difficult to. manage and many small businesses get into frouble
because they have not foreseen this and planned how to cope with
it

# By this stage you will probably have produced a very good plan.

But you will need to implement certain systems to control your
business once it 18 runnng;

& Another title in the BRAINPOWER series, Cash Controller has

been written o make much of the intérnal controls you will require
fast and simple.
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2.8 Have you been honest?

On many occasions in this list you have been invited to set target dates,
sales volumes and likely profits. You have been asked to look on the bleak
side and work out what might go wrong. Many things can go wrong as you
get your venture under way, and many will. Realising what they might be
is a big step in being able to tackle and overcome them wher they do
crop up. Much of the satisfaction of running your own business and
watching it ‘grow is krowing -that you have recognised problems and
resolved them when others have been blind to them or have given up.
Identifying these potential problems will not frighten your colleagues or
the bank manager; quite the opposite. They will have far more confidence
in your ability to run the business and keep- it pointing in the night
direction if they see that you are honest in recognising-and admitting the
risks.

Remember, the harder you plan, the luckier you get!
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CHAPTER 3

Using Numbers

3.1 Keeping Track

You are planning to start a business with the ultimate objective of earning
yoursell money. Even if you see other benefits in being your own boss, if
the business does not pay its way, vou will not be vour own boss for very
long! Therefore, the most important task must be to keep track of the
money; where it s and where it isn't; where it's coming from and where it's
goling to;

Keeping track effectively means writing the numbers down, and over
many centuries, accountants have worked out some fairly efficient, if
rather involved, ‘ways of doing just that. The way we are going to record
the numbers is t¢ keep a continucus record of where the money has come
from, and what it hag been used for. This involves writing each amount
down twice, because every sum of money comes from somewhere, and is
used for something. The records we are going to keep are usually called
“the ‘accounts” or “the -books", ‘and because we are going to write
everything down twice, -the technique is called “double entry’ book-
keeping.

3.2 Double Entry

To demonstrate just how sifiiple double entry book-keeping 18, we will use
the computer to show an example. Before we go any further, you will have
to load the - Teaching Program - You can do this by following the
instructions for loading & program on your particular type of computer: If
you have any problems, then refer to the program loading advice in
Appendix 8 for assistance. Once the program is loaded, return to this text
to find out what will happen next;
Let v imagine a new small buginess:

Joe Jackson lives in a coastal town which still has a fishing fleet, He
has discovered that he can buy lobsters from the fishermen when
they land for £6 each. He can then take them around the pubs in the
town and sell them for £8 each; quite a handsome profit. However,
he must buy a minimuin of 20 lobsters before the fishermen will sell
to him,and even then it is on a cash only basis. Therefore, he must
have at least £120 in his pocket before he can do business.

To start the business, at least £120 is required. Fortunately, Joe has £150,
which he contributes to the business. The money provided to the business
by the owner or owners of a business is called the equity, and the
business ultimately owes this money back to Joe. Initially, before trading
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with the fisherman, the money is held by the business as cash. Therefore
we-can display the financial situation of the business as follows:

Money provided by the owner (Jo&) oo £150
Cash available 1o the DUSIHESS oo o £150

This is a double entry in the books of the business; it explaing where the
money came from and what has been done with the money (go far,
nothing). Now press U and N on the computer keyboard to display this
position, ;

You will see that the cash is shown on the top half of the screen under
the heading of ASSETS. Assets are thirigs that belong 1o the business. The
money provided by Joe is listed ag Equity under the heading of
LIABILITIES on the bottom half of the screen: Liabilities are things that
the business owes to other people, in this cagse, money provided by the
person who started the business, Joe.

The business i1s now about to enter intd 1ts - first trangaction: Joe goes
down fo the guayside and buyg 20 lobsters for £6 each, a fotal of £120.
What does this look like in the books? Well, the business now owhg 20
lobsters, which cost £120; and £120 of the cash is gone. Press 1 on the
keyboard 10 see this transaction. You can see that £120 is subtracted from
cash, and £120 is added to a new row on the screen called Stock. Stock 1s
the name for things which the business has bought which it intends 10
sell. Press 2 to see the effect of the transaction in the figures. The right
hand column displays the results, cash is reduced, and stock 18 increased.

3.3 Profit

If we are optinustic about Jog's business opportunity, we will expect that
he is about to make a profit. But first we must recognise to whom this profit
belongs — it belongs to the owner of the business. Thus if a business makes
a profit, this money belongs to the owner; it is owed to the owner, in this
case, Joe. Keep this in mind as we analyse the next transaction.

Joe sells his first lobster; he supplies the lobster in exchange for a
payment of £8 cash: Press 4 1o display-this on the screen; £8 is received as
cash, which is now owed 1o the owner as profit. However, this 18 not quite
the end of the transaction; the stock of lobsters is reduced by 1, which
cost £6. The stock is-reduced by this amount, and so is the profit-figure,
because the profit only represents the extra money earned over the
amount paid for the lobster. Press 410 see the effect of this, You can see
from this that each time an item i8 sold, there are two enfries into the
profit line; firstly the revenue, the money earned in the transaction, -and
gecondly the original cost of the item: This will be studied in more detail
in a later chapter,
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The transaction can be summarised as follows:

Revenue from the sale of the lobster,
Less the cost of the lobster;

Profit on the transaction;

3.4 The Balance Sheet

The display you see-on the compliter screen shows you the financial
position of the business at any point in time. At the current instant, the
business has assets of £38 cash and £114 worth of lobsters, and liabilities of
£150 equity and £2 profits. The display on the screen is called a balance
sheet. The balance sheet.is a picture of the assets ‘and labilities of a

business at any point in time.

A

£8
£6

£2



CHAPTER 4

The Balance Sheet

4.1 Familiarity

We hope that by riow you can $éé that a balance sheet is a fairly sunple
presentation of where the money is in a business at any point in time. It
shows where the money has been used, and where it has come from.
What we will do now is explain the common categories of assets and
liabilities you are likely 10 come across. So far we have seen cash and
stock as assets and equity and profit as liabilities. Profits may not appear
at first sight to bé a liability, but you must remember the context If you
own a business which is making & profit, you would quite correctly think
of those profits as your personal -agset. However, if the business 1s
expected o pay those profits to you, from the point of view of the
business; the profits must be a liability; money that the business owes to
you, If it is an asset to you, it must be a liability to whoever owes 1t 1o you.
What is an asset to the owner, is a liability to the business itself.

4,2 The Assets

We have already recognised cashand stock as assets; there are two other
important types of assets which we should consider at this point. If Joe, the
lobster merchant, finds. that he needs a barrow to carry . -the lobsters
around the town, he will have to spend some of the cash to buy one. Press
B & to redisplay the balance sheet just after the sale of the first lobster.
Now suppose that the next person Joe meets has a barrow for sale for £20.
He buys the barrow. Press 1 to show this transaction. Joe spends another
£20 of the cash, and the business now owns a fizxed asset of a barrow
which cost £20. It is called a fixed asset because it 18 an asset (something
owned by the business) which it is intended to keep for a long time, for
its own use, rather than fo sell

Now let us assume that Joe approaches the owner of a hotel, who
wishes to buy 10 lobsters for a total sum of £80. However, he warnts joe 10
send him the bill, and he will not pay for two weeks. This 1s a comimon
type of transaction between businesses, known as selling on credit terms.
The £80 can be added to profit, because the lobsters have definitely
been sold. The cost of the lobsters (£60) can also be deducted from the
profit figure. However, Joe has not yet been paid. Instead, -the business 1s
owed £80. A new type of asset is invented to cover this situation. It is
called a debtor. A debior is someone who owes the business money. This
is an aseet because the £80 belongs to the business, even though it has
not yet been paid. Press 7 to display-this transaction on the computer
screen. If we were to move forward in time to the day the hotel pays the
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money, the transaction tc enter is qute simple; the debtor eniry 18
reduced 1o zero, and the cash is increased by £80. Press 3 10 see the
effect of this. ‘However, this is some time in - the future, so press4 to
change the figures back to the way they were.

4.3 Liabilities

Eduity and profit have already been recognised as liabilities, There are
two-other important types of liability which we must consider. Later-in‘the
evening, Joe returns to the quayside, to discover that one of the fishing
boats has.arrived late, The fisherman has 10 lobsters, but there are no
other customers to buy them. Joe offers to take them for £6 each, but says
that he will not pay for them for 7 days. They are added to the stock of
lobsters at a value of £60, but the cash does not have to be reduced 1o
pay _for them yet: Instead, we invent a new kind of liability, called
creditors, A c¢reditor 18 a supplier to whom the business owes money. The
businéss -owes the fisherman £60. Press § fo show fthig transaction. At
some time in the future, the money owed to the fisherman will be paid.
When this happerns, the creditors will be reduced, but so will the cash:
There are always two changes for every transaction. Just think in each
particular situation what the two entries must be.

The next day, Joe recognises that the business has opportunity for
growth He discovers that he can buy and sell & much greater number of
lobsters each evening and make a far larger profit. Unfortunately, he
does not have enough morney to buy many more lobsters. Therefore, he
goes 10 see hig bank manager, to ask for'a loan. The manager agrees, and
lends the business £200 for one year at an interest rate of 12%, with
ronthly interest payvmernts. This money increases the amount of cash in
the business, but also increases the labilities. The new liability i1s called
a-term loan, because it is lent for an agreed "term”, or period of time.
Press 6 to see the effect of this injection of cash.

4.4 Summary

The balance sheet is a picture of where the funds of a business are
invested -at-any -point in time- (assets); and where the money came from
(labilities), We have divided assets and liabilifies mnto the following key
categories which will arise in-almost all-businesses:

ASSETS LIABILITIES
Fixed Assets Fouity
Stock Profits
Debtors Term Loans
Cash Creditors
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Theré is one step rémaining to complete the presentation of the bhalance
sheet; we must add up the fotals of the assets and liabilities. Press 7 to see
the totals — note that they are equal; they balance. In fact, whatever
transaction is'added to the balance sheet, it will always balance, because
every transaction has two entries, and the entries balance each other.

To check that you understand how it works, here 1s a geries of further
transactions fo record on Joe's balance sheet. Consider how you think
edch one should be handled, then press the appropriate key to see the
rasult:

1) Joe buys 20 more lobsters on c¢redit at £6 each for & total sum of
£120. Press |

2) He sells 25 lobsters at £8.cash each, a fotal of £200. Press 2
3) Now he makes a ¢ash purchase of another 20 lobsters at £6. Press 3
4y Next, he sells 16 at £8 each on credit. Press 4

8) The time has come to pay for the 10 lobsters he bought on credit for
£60 (refer to section 4.3). Press 8.

8) The hotel owner who bought 10 lobsters for £80 (refer to section 4.2)
now pays his bill. Press-6.

7y Finally, the first interest payment on the loan falls due (refer to
section 4.3). Press 7.
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CHAPTER &

Making a Profit

5.1 What is Profit?

Profit is the amount by which the value of a business inéreases in a given
period of time. In its simplest form, it is measured by subtracting the
money spent by the business from the money earned by the business,
and it is usually caleulated on an annual basis. There are some
compilications to overcome.before the profit can be calculated; and there
are also a few more concepts to discuss. Press M P to redisplay Joe's
balance sheet.

5.2 Expenses

So far, in Joe Jackson's business, we have reviewed two types of things on
which he has spent money; stock, which are things he intends to sell, and
fixed assets, which are things he plans 16 keep. There is-a-third group of
things on which he must spend money, called expenses. Expenses are
things which you do not actually sell, but which still get used up as the
business continues to operate. For instance, Joe findg that he can sell
more lobsters to the hotels and restaurants in the town, but to get thewr
business, he miust ring the managers on the phone each day 1o receive
their orders. Eventually, he Is going to get a telephone bill, which the
business will have to pay. This is payment for something which he can
neither keep nor sell; it is an expense. Similarly, Joe intends to pay
himself a salary for running the business. This, too, is an expense item for
the business.

Any purchase which gets used up by the business in a way which
cannot be specifically related to individual sales . is also treated as an
expense. This includes administration costs, such as salaries and
stationery. and marketing costs, including advertising and promotions.

When expenses are paid, they are deducted directly from the profits of
the business. Press | to see how Joe's phone bill of £48 18 handled on the
balance sheet.

5.3 Depreciation

We have defined fixed assets as the things that the business buys o keep;
Joe's barrow, for example. However, even the things we keep do not last
forever. The barrow will wear cut one day. Let us assume that the barrow
will last 8 vears, therefore it will be worth nothing after that time; and
hence it must be worth a little less each yedr. The barrow cost £20. If we
reduce itg value by £4 each year, it will be worth nothing after five years.
The amount by which we estimate that the value of a fixed asset reduces
by each year is called depreciation. Usually, depreciation is expressed in
the form of a percentage of the value of the asset; if we depreciate a £20
itent by £4 per year, this represents 20% depreciation.
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Take riote that there is no cash invelved in this reduction in value; Joe paid
for the barrow in a lump sum when he bought it However, it is-the
depreciation which we charge against the profits of the business; and not
the original purchase price. This 1§ because it would be unfair to reduce
the profits in the first year by the full cost of the barrow, when it will be
used fo earn money for the business for fiveryears. Depreciation 18a way
of spreading out the value of a fixed asset over all of the years it will be
used in the business. In the same way that expenses are handled,
depreciation is simply subtracted from the profit figure. Press 4 to make
the first year depreciation adjustment on Joe's balance sheet.

Finally, before you start to list out the fixed assets of your new business,
take note that whilst depreciation is a very fair way of spreading the
value of an item over a number of years; it also involves some “effort
maintaining the records: Therefore do not bother to handle small items
which could be classified ‘as fixed assets in this way, Treat them as
expenses instead.

5.4 Overheads

Expenses and depreciation are the main components of the overheads of
the business. Overheads are the costs of the business which are not part
of the product. Typically, they do not change when the level of sales of
the “business increases or declines. Just because sales are low in one
month, you still get phone bills, rent is still due, the assets continue to
depreciate. Hence, overheads are better described as fixed costs. They
remain at a fixed level, regardless of the changes in sales volumes

5,5 Direct Cost & Contribution

In Joe's business, each lobster costs him £6, and he sells'it for £8. The £6
relates directly to the lobster he sells, and thus it is called the direct cost
of the sale. If Joe wanits to sell 10 lobsters, he buys 10; to sell 20, he buys
20. Thus the amount Joe must spend on lobsters depends upon how many
he wants to sell; it varies with the sales volume, and thus the direct cost is
also known as the variable cost of the business.

The difference between what Joe pays for each lobster and what he
recelves for each is the amount he earns for the business. We have called
it profit in the previous chapters, ‘but it is not true profif, because. there
are other costs to deduct first. Some texts will refer 1o the difference
between what a business earns from sales and the direct cost of those
sales as gross profit. However, it'is better 1o think of it ag a contribution
towards the profits of the business. The contribution from the sale of a
single item is usually called the unit contribution, whilst the contribution
from total sales 1s called total contribution, or often simply contribution.
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5.6 Raw Materials & Work In Progress
Joe Jackson now has a plan to expand his business:

As a result of discussions with restaurant owners, Joe hag discovered
a market for processed lobster meat -He sends some of his lobsters
to-a-friend, who boilg them for him; and then shells therm-and packs
the meat into plastic containers. He charges Joe B0p. for packing
each container supplied by Joe A lobster provides enough meat for
two containers. Joe buys the containers for £5 per hundred, and:sells
the finished product for £6. The ‘cost situation per container ig thus
as follows:

Costof Lobster; Va ol £6 = £3.00
Cost of boiling & packing =050
Cost of container; %o = 008
Total Direct Cost = £358
Selling Price = £6.00
Contribution = £248

Now Joe has different types of stock to account for. First, there are the
unicooked lobsters,-and the containers: These are raw materials. Then,
there are the lobsters that'are being cooked, shelled, and packed. These
represent work -in progress Finally, there are the unseld cartons of
lobster meat, ‘called finished goods. Each time something is purchased
for stock, or money i spent o1 processing it, that amount is added to the
stock account. Each time a confainer of meat is sold, the amount of money
spent or that container 18 deducted from stock: In this-way,; the stock
account always represents the total amount invested in raw materials,
work-in progress-and finished goods at any one time:

Let usexamine some  transachions in  practice.  Consider -each one
carefully, then press the key to see the change on the balance shest:

1) 200 containers are purchased on credif for a price of £5 per hundred,
a total of £10. Press &

2) 15 lobsters are boiled and shelled, and the meat 15 packed into 30
containers. Joe pays £15 cash-for this to be done. Press 4.

3) Joe sells” 20  containers of meal on credit” fora total “of £120.
Remember to take account of the direct costs-involved. Press &
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5.7 The Profit & Loss Account

Well, now we have defined enough components to explain to you how to
write out a profit and loss account. Here are the 7 simple steéps involved:

1) Calculate the total revenue = all the money paid, or owed to the
business by customers.

2y Calculate the direct cost of the goods sold to raise the revenue found
in step (1.

3) Subtract (2) from (1) o determine the contribution from sales.
4) Determine the expenses and depreciation for the period of trading.
5) Subtract expenses and depreciation from the contribution.

6) Subtract any interest payments made from the figure found in step

5.
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1) Subtract any tax which will be due on the figure found in step (6).
The result of this is the profit for the period.

There are two important points 10 note:

1) The cost of fixed assets is not mentioned at all. They only appear as
a percentage of their cost via the depreciation entry.

2y Money spert on stock is only included as a cost on the profit and loss
account if the stock is sold. A business can spend large sumg of
money building up stock which remains unsold, but it will not show
here,

However, even though fixed assets and unsold stock do not affect the profit
figure, both do appear on the balance sheet

How would a profit & loss account of Joe's business appear at this point?
Press § to display an empty account on the screen. Now we can work
through each of the steps listed above;

1) Total revenue = £8 -+ £80 -+ £200 4+ £128 -+ £120 = £536; press L

2) Total direct costs = £6 -+ £60 <+ £150 + £96 + £71 = £383; notice that
there 1s a direct cost associated with each revenue item. Press 2.

3y Contribution equals £536 minus £383 = £183; press 3.

4y Expenses; only the phone bill of £48; press 4.

5) Depreciation; £4, press B,

6) Interest payments, £2; press §,

7) There 18 no tax to pay vet, s0just press 710 get the final figure, ‘Note

that £99 is the same figure that we had on the balance sheet under
"profit”.

In fact, the profit & loss account 18- simply @ summary of-all of the changes
made to-the profit line on the balarice sheet during the trading period. If
you have a record-of the changes made {6 the balance sheet, the profit &
loss account 18 already prepared.
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5.8 Break Even Analysis

From the explanation above, you will recognise ‘that the profit of the
business is calculated by subtracting the fixed costs of the business from
the contribution achieved by selling the product. If the contribution is
greater than the fixed costs; you have made a profit. If; on the other hand,
the contribution is less than the fixed costs, you have made a loss. Between
these two extremes lies the point where the contribution exactly eguals
fixed costs. If a business achieves this point, where it makes no loss and no
profit, it is said to break even. It is very important for you to know the
point at which your business will break even.

Let us examine the relationship between these two elements; fixed
costs and. contribution. - They determine profit thus:

Profit = Contribution — Fixed costs

and hence profit is zero whern;

Fixed cosgts = Contribution

We can imagine this relationship in the form of an old-fashioned scale
balance ~ press 1 to digplay one on the computer screen. If we calculate
our fixed costs, we can load them on to one of the scale pans. Press 2.
The balance rnow tips down to the left, and the indicator points into the
loss zone. As we sell units of our product, each unit produces some
amount of contribution. We sell more and more, adding the contribution
to the right hand scale pan. Press 3. If we sell encugh, the scales balance
exactly, and the indicator shows that the break even point has been
reached. As more product units are sold beyond this point, the
contribution is added 1o the pan - press 4, and the indicator moves into
the profit zone.

For a particular business situation, where the fixed costs and the unit
contribution are known, there can be only one point where the scales will
balance - only one break even point. This occurs when:

Total Fixed Costs

Number of Product Units Sold = Uit Contribution

If, for instance Joe's lobster business has fixed costs of £700 per year, and
the unit contribution per lobster is £2, then break even occurs when;

Number of Lobsters Sold = %9 = 380 Lobsters
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If he sells 349 lobsgters, he makes a loss, but if he sells 381 lobsters, he
makes a profit

21000

o

. ' Bresk even

There are three parts of the equation, and thus three things which can be
changed which will modify the profit-figure. Any of the following can be
applied o incréase profits:

1).-Reduce the fixed costs.

2) Increase the number of units sold.

3) Increase the unit contribution, which can-be done by
either increaging the selling price;
or reducing the direct cost.

This may sound like common sense, but if is surprising how -often a
business needs to find ways of increasing profits, and forgets to-check all
of these alternatives. You must - also- take Care to note the possible
relationships between itetns. - For instance, if you decide to reduce fixed
costs by reducing spending on-advertising, this may also cause your sales
volume to decrease, If the volume reduction has less effect than the saving
on advertising, this move would make sense. If it had more effect; your
profit would fall.

Anocther option open to you could be to ingrease prices, thus increasing
unit contribution. Sales . volume. would - probably - fall,. but  the - total
contribution-could rise:
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CHAPTER 6

Having Enough Cash

6.1 Back to the Balance Sheet

If Joe wants to know how much ¢ash lie has irithe business, he can look at
the cash line on the balance sheet and he can see the answer
immediately, Of course, this ‘will only be true if Joe records every
transaction on the balance sheet as it happens. This i why it will be
esgential for you to. maintain accurate, up-to-ddte records when your
business is established, There are are a number of different ways to do
this, ranging from a simple cash book to.a sophisticated computerised
accounting system. It 1s inappropriate for us to suggest the best method
for your particular business; you should seek advice from your bank
manager or accountant. However, ‘whichever system you choocse,  the
objectives will be the same; to enable you to examine the financial
situation of your business at any time you wish. Press € H to display Joe's
balance sheet on the computéer screern. You can see exactly how much
cash the business has, How much profit it is making, what stock it has to
sell, and what the business owes to others.

8.2 Profit & Cash

Profit is not the same as cash. It is absolutely essential that you
understand this, because it is often the failure to recognise the difference
which leads new  businesses into difficulty. We. can demonstrate &
situation where a firm is running at a loss,-but still has cash, and another
with profits and yet no cash. For-a business to survive, it must have profiis
and cash. The movement of cash into the business and out of the business
is called the cash flow. Consider the following situation:

Kevin Lang buys home computers for £100 each on 60 days credit,
and sells them for £95 cash. He starts with £100, and buys and sells
10 in the first month, and business 15 so good that it expands by 2
computers each month thereafter. His overheads are -£200 per
morth, half in cash, and half on 30 days ¢redit, What happens?

We will examine both the profits of the business, and the cash situation.
The way to analyse cash is to consider the flow of funds into the business
and out of the busiriess one period at a time. This is called the cash flow
for obvious reasons.
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First, let us look at his profits for the first year. He sells a fotal of 252
computers in the first yvear (10 + 12 + 14 + 16 + etc):

Revenue, 282:X £ 85 = £23940
Less direct-costs; 252 % £100 = £25200
Contribution, =& 1260
Less overheads, 12 % £200-= & 2400

Final Result; £ 3660 Loss

That -doesn't look too good, but now we will work through the 12 month
cash flows. Remember that he pays-for half of his overheads one month
later, and all of his stock two months later

Cor- Cash  Credit
puters Opening - Cash Over- . -QOver- - Credit - Closing
Month Saold Cash Sales - heads  heads Stock Casgh

1 10 100 850 =100 0 0 950
2 12 950 1140 =100 =100 0 1890
3 14 1890 1330 ~100 -100 - ~1000 - 2020
4 16 2020 1620 —100 =100 ~1200 2140
5 18 2140 1710 ~100 =100+ ~1400 2280
8 20 2250 1900 =100 —100-" —1800" 2350
1 22 2350 2080 —100 —100- 1800 - 2440
8 24 2440 2280 100 =100 =2000 . 2520
9 26 2520 2470 100 -100 . —2200 . 2590
10 a8 2590 2660 - 100 ~100 - ~2400 2650
1l 30 2650 2850 —100 =100 - =2500 2700
12 32 2100 3040 -~ 100 =100 . =2800 2740

This picture looks much better; after 12 months trading, the cash in the
bank has mereased from £100 to £2740. Howevey, this type of cash situation
can only be sustained by continued growth. If Kevin's sales now level off to
32 computers per month, with no growth, he will run out of cash in 9
months time. If you press | on the computer keyboard, the end of year
balance sheet will be displaved. From this you can see Doth elements;
profit and cash, and thus you can easily recognise the problems Kevin
will ericounter.
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Now we will put Kevin in & different position:

He now buys computers for £75 and sells them for £95, but 1o get
them at this price, he must pay cash. He also discovers that he must
give his customers 30 days to pay. Assuming that the business grows
at the same rate as before, what will happen?

Take another look at his profits for the first year. He sells a total of 252
computers, as before:

This looks much healthier, but what-about the cash? Take a look:

Month

0 00T O ON S GO B e

10
11
12

Revenue, 252 £-95 = £23940
Liess direct costs; 280 % £ 75 = £18900
Contribution; £ 5040
Less overheads; 12 X £200 = & 2400
Final Result; £-2640

Com- Cash  Credit

Profit

puters Opening Credit -~ Over- ~ Over- Cash  Closing

Sold Cash Sales - heads ‘heads - Stock

10 100 0 -~ 100 0 =750
12 ~750 850 =100 =100 =900
14 =900 1140 ~100 =100 1060
16 ~1010 1330 =100 =100~ ~1200
18 ~1080 1520 =100 =100 - —1350
20 =110 1710 =100 ~100 - ~1500
o — 1100 1200 =100 =100 -~ 1650
24 =1060 - 2090 =100 =100 - 1800
26 =960 2280 -100 =100 =1850
28 =830 - 2470 ~100 ~100:7 . =2100
30 ~660 7 2660 ~100 =100 —2250
32 =450 2850 =100 =100 ~2400

Cash

=150
~900
~1010
~1080
~1110
~=1100
~1080
~960
=830
660
~450
=200

This profitable business has to run with an overdraft for the entire year; a
much less attractive cash position than shown in the previous figures. The
reason for this is that Kevin now has to pay his supplier for stock before he
receives the money from selling it. The balance between creditor terms,
debtor terms, and the growth rate of the business changes the relationship
between profit and cash. Press 2 to see the balance sheet. This time, the
profitability is clear, but there is a cash problem.
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6.3 Working Capital

What Kevin's new business needs is additional cash at the beginning, uniil
there is-enough profit-available to cover the daily cash requirements of the
business: The cash you need on a day to day basis to cover the purchase
of stock and-the difference between the credit terms you get on your
supplies, and the credit you ¢ive to your customers is called working
capital. To. start any business, you need enough money 1o cover the
purchase of fixed assets and to-cover the working capital reguirements: To
finance His business, Kevin needs more funds. If he found another £600 of
his-own money, and obtained a loan of £500, the balance sheet would look
a lot healthier. Press 2 to take 4 look. A profitable business opportunity,
well presented to the bank, should have no problems raising finance.
As mentioned in the last section, the relationship between profit levels
and working - capital-is based on the balance between creditor and
debtor terms, together with the need for stock and the effect of the
growth rate of the business. The following table may helpfo explain

When these factors are: High Low

No. of days credit given to debtors Increases WC Decreases WC
No. of days credit offerad by creditors  Decreases WC Increases. ' WC
Amountof stock required Increages WC Decreases WC
Growth rate of business Iricreases WC Decreases WC

Hence, a business which gives no.credit, only pays creditors in 90 days,
has no stock and which 1s not growing will have very low working capital
requiremertts. On the other hand, & business which has-to buy everything
for cash, 18 bullding up large stocks, gives credit terms to customers, and
18 growing rapidly, will -face large working capital requirements This
latter position is usually the one in which a new business will find itself.

The Applications Program will perform a month by month cash flow
analysis for you, so that you can see how much cash the business will
require. However, it 18 important that you are honest with the credit terms
you use. For instance, youmay think it reasonable for suppliers o give you
30 days credit. but often they are unwilling to do this for a new business,
unless guarantees or-even cash advances are lodged with them. On the
other ‘hand, you may decide to offer your customers, say 45 days credit.
But, just because this is what yvouoffer does not mean that they will actually
pay in-this period. See if you can find out how long people in yourindustry
have to wait for payment < it may be longer than you think!
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CHAPTER 1
Value Added Tax

7.1 What is V.AT.?

Value Added Tax (VAT ) 15 4 tax levied by the Government on-most
purchases of goods and services by most people: It is a form of purchase
tax, which at the time of writing stands at 15% of the value of the purchase,
For the time being, we will ignore the fact that some items do not attract
VAT, and we will look at how it i applied in general

When a business sells something, it 1s requiredito add V.AT to the
price it.charges: The V.A T itcollectsiin this way s then paid to Customs
& Excise, 'who receive it on behall of the Government  Consider the
following trading situation:

Nick Potter buys TV sets from a wholesaler for £240 each, and sells
them for £300, making £60 gross profit on each sale, These prices all
exclude V.AT. He must now add 15% VAT to the selling price:

£300 -+ 18% of £300 = £300 + £458 = £345
He then owes the £45 to Customs & Excise.

However, this is not the end of the analysis; when the wholesaler sold the
TVs to Nick, they added V.A.T. 1o thé price they charged him

£240 -+ 15% of £240 = £240 -+ £36 = £216
Nick has already paid £36 V.AT. 1o the wholesaler:

Therefore, Nick claims back the V.AT. he has-already paid from Custonis
& Excise. He does this by subtracting what they owse hirii from what he
owes them:

£45 — £36 = £9

Thus, he only pays £9 direct 1o Customs & Excise, and this happerns to
represent 15% of the profit he made on the deal. You could have
calcilated the net V.AT to be paid by calculating V.A'T. on: his gross
profit:

18% of £60 = £9

The profit Nick made can be considered to be the value he added to the
price of the goods, and this is where the name Value Added Tax comes
from: each trader collects the tax on the value he adds to the product.
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1.2 Recording V.A.T.

The tax which Nick adds to what he sells i1s called output tax; it is the tax
on his cutput. The tax Nick paid on the TVs when he purchased them 13
called input tax; a tax on his inputs. The tax owed to Customs & Excige 18
the difference between the two,

tax owed = output tax = input tax

If Nick owes money to Customs & Excise, they c¢an be considered as
being a creditor. However, they are such an important creditor, that'it is
appropriate to give them a line of their own on the balarice sheet. We will
review an example to sée how this works.

We will consider Nick Potter's business situation just before he buvs
his first consignment of TV sets. He has invested £1000 of hig own money,
and has borrowed £1000 from the bank. All of the money is gitting in the
company bank account. Press V.7 1o display the balance sheet at this
point.

Now he visits the wholesaler and purchases 6 sets for cash

B X £240 = £1440
plus 18% VAT = £ 216

£1656

How should this appear on the balance sheet? Press | ¢ show the
transaction. We could add the £1656 to stock, and deduct 1t from cash; but
this is not quite correct: the TVs only cost £1440, the other £216 1s-1ax
This is money now owed to Nick by Customs ‘& Excise. They owe Nick
money, and .86 they are a debtor. Press 2 to modify the -entry. The
trafsaction is now technically correct, but because we know.that soon we
are going to owe Customs & Excise money, we could deduct this ffom
what we will owe them in anficipation. Press ¢ to modify the {ransachon
again. The V.AT. is now listed. against the V.A.T. account as a negative
amount, This means that, ingtead of Nick owing V.AT, he is owed some
VAT .

Now, Nick sells § TV sets to & cash customer for £300 plus V.A'T. each

5 % £300 = £1500
plus 16% V.AT = & 225
£1725
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This transaction increases his cash by £1728, increases his profits by £60
per set (£300), reduces his stock by £240 perset (£1200), and increases the
V.AT due by £225. Press 4 to add this transaction to the balance sheet.
You can see that the net result is that he only owes Customs ‘& Excise £9
at presert, and he has-a healthy cash balance of £2068.

7.3 Payment of V.A.T.

VAT is not paid out to Customs & Excise every time you sell something.
What you must do is keep track of the amount-of V.AT you collect as
output tax, and the amount you pay as input tax. Every three months, you
submit a statement, confirming the totals-of each, together with & chegue
for the net amount owed. If they owe you money, then thisis paid to-youin
due course.

When Nick pays his V.AT. bill, the transaction will simply reduce cash
and V.AT. due by the same amonnts = press § to-display -this.

7.4 Registering for V.A.T.

If your business is going to have 4 turnover of less than £18,700 per year
and less than £6,200 in any one guarter, you do not have to register with
Customs & Excise asa frader. If you are notregistered, you do nothave 1o
charge V.A.T. on what you sell, but neither ¢an you claim:back the V.AT.
which you pay on the goods and services you buy. You do not-have to
register until vou start selling things, but it may-be in-your inferestto
register as an-intended trader if you are planning to spend substantial
start-up sums on VATable purchases before you-begin trading.

If you do not reach the turnover levels which require you to register,
there can be benefits In registering. This is particularly so if you are
planning a business which produces something upon which V. AT s niot
charged. You are certain to-buy some supplies on which you have to.pay
V.AT. and, as a registered trader, you can reclaim the VAT, even
though you do-not collect-V.AT. on your own sales.

The V.AT. scene -is-very complex, - s0 before you make 100 many
detailed plans, 1t is important that you.seek advice from an-expert, such
as an accountant, or your local business advice centre, Refer to Appendix
1 for suggestions:

7.5 Exempt & Zero-Rated Goods & Services

Many purchases do not attract V.AT, They fall nto two groups, exempt
items, . and zero-rated items. From a traders point of view, there 1s litile
difference between these groups, except for the fact that it is simpler for
the Government. o introduce tax on the zero-rated category.
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The list of goods and services on which no V.AT. is pald-is rather long
and complex, and you should obtain copies of the "General Guide” and
"Scope-and Coverage” from Customs & Excise to check particular items;
however, the following are the principal categories:

Exempt

OO0 =3 Oy U7 L3 DO e

Zero-Rated

Food 1.
Sewerage services & water 2.
Books, Periodicals, Music, Maps -~ 3,
Aids for the blind & handicapped 4.
Newspaper Advertisements 5,
News Services 6.
Fuel & Power (except road fuel) 7
Construction of Buildings 8.
International Services 9,
Transport

. Caravans & Houseboats

Cold

Bank Notes

Drugs & Medicines
Imports & Exports

. Charities

Clothing & Footwear

Land

Insurance

Postal Services

Betting, Gaming & Lotteries
Finance

Education

Health

Burial & Cremation

Trade Unions & Professional
Bodies
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CHAPTER 8
Tax on Profits

8.1 Tawable Profits

All businesses are required to pay tax on the profits they earn. This tax is
collected on behalf of the Covernment by the Inland Revenue. The
analysis of the tax position of a business is a very complex science. It is
essential that you seek out professional advice when you first start your
business to ensure that you do not find yourself paying excessive tax bills
later. Tax payments can cause a severe strain on your cash position
because of the way they tend to arise in large "lumps". Therefore, you
must make allowance in your cash flow forecasts to prepare for this.

Tax is charged as a percentage of the business profits. The percentage
to apply will depend on the legal form of the business, and this is
discussed in the following section. However, determining the tax rate 1s
not the main problem involved in calculating how much tax you must pay.
The difficult issue is deciding how much profit you have earned.
Unfortunately, the way you as a businessman calculate profit, and the way
Inland Revenue calculate it, are rather different. This is where your tax
advisor will have to help you. It would be unwise to offer you any
guidelines here, because the particular circumstances will vary
significantly from one business to another.

8.2 Tax Rates

The profits of a limited company are taxed at the Corporation Tax rates.
There are two rates, one for businesses with a profit less than £100,000 and
one for businesses with profit greater than £500,000. Firms which fall
between these figures are taxed on a sliding scale. In the 1984 budget, the
tax rates for the period April 1983 to April 1986 were set as follows:

1983 - 1984 1985 - 1986

Companies with a profit less than £100,000 40% -~ 30%  30%  30%
Companies with a profit more than £500,000 80% ~ 45% ~ 40% ~ 35%

The profits of a partnership or sole trader are taxed as the income of the
individual partners or traders. Therefore, if you (and your partners) have
taken out a salary from the business to arrive at a profit figure; you will
have to add this back and calculate the tax on profit plus salary using the
personal tax scale, but your personal allowances under the tax rules can
be deducted. Following the 1984 budget, the-personal tax scales were
adjusted to the levels shown in the table on the following page.
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Income Band Tax Total Tax to

£ Rate top of Band
115,400 30% 4,620
15,401-18,200 40% 5,740
18,201-23,100 45% 1,945
23,101-30,600 50% 11,695
30,601-38,100 35% 15,820
over 38,100 60%

The figure given in the right hand column is the total tax you would pay if
your income was equal to the maximum amount in that band.
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CHAPTER 9
Balance Sheet Display
9.1 A Useful Aid

As you have progressed through these teaching chapters, you have been
using a-computer screen display which hagshown you the effect of various
types of transactions on the balance sheet. The last option available to you
on the Teaching Program menu is the BALANCE SHEET DISPLAY. This
gives you access to the same routine to allow you to experiment with your
own figures. It is not intended to be used as a comprehensive analytical
tool, but-it will be of uge ininvestigating the effects of certain decisions on
your cash flows or profits, although for a complete analysis, you will have
to use the Applications Program.

For instance, you can trace the transactions through the early life of
your business to see the most opportune time to register for V.A'T. You
can test the effect of offering a large potential customer long credit terms,
You can even review sifuations, such as whether taking advantage of bulk
buying discounts for raw materials can be handled within your cash flow
constraints. You may simply wish to use it to test your own understanding
of double entry book-keeping techniques:

9.2 Operation

The facility is very simple to use. When it is loaded, it will display a blank
balance sheet. Tt will ask you toenter an opening value against each.item
in turn: These entries are supposed to balance. If they do. not, @ warning
and the size of the imbalance will be given, and you will be asked to
select the value you wish to change. Select an item by moving the
highlight down the list using the SPACE bar, end pressing ENTER (or
RETURN) when youreach:it; then key in the revised value: This process
will be repeated-until the entries balance:

Once. an opening balance sheet has been created, you can enter as
many transactions as you wish,- The process to adopt for entering a
transaction is as follows:

1) Enter the value of the transaction as requested at the bottom of the
screen.

2} Use SPACE and ENTER (or RETURN) to select the first item against
which the transaction is to be entered. The value given in (1) will be
displayed against this item exactly as entered, so if it 18 supposed to
be a negative amount, be sure to enter it as such.
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3) Use the same process to-select the second item against which the
transaction is to-be entered. The value given in- (1) will be
digplayed against this- item, but - to keep the balance. sheet in
balance, the sign will be changed if required.

4) Press A to add the fransaction to the balance sheet figures, or © 1o
cancel it if you want to change the figure.

5) Submit another transaction by repeating steps.-1 16 4 above, or-exit
the program by pressing ENTER (or RETURN) before you enter any
figures.

Remember that some transactions, such as sales, are entered in two parts,
firstly the revenue-and secondly the change in stock.
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CHAPTER 10

The Applications Program Explained

10.1 Introduction

The Entrepreneur Applications Program . will ask vyou for detailed
information about the finarcial aspects of your business. From . this
information, it will produce monthly cash flow forecasts, year end balance
sheet, profit and loss account, and an analysis of the results

Before you begin to use the computer, you will have to know the
answers to a large number of detailed financial questions. Until you know
these answers, you will be unable to complete the analysis of your
business plans. The questions about the way you wish to analyse the costs
of your product are particularly important. This is because there are m fact
two different Applications Programs; one for a detailed analysis of a single
product line, and the other for a broad analysis of a multi-product line. You
will have to make up vour mind which you intend to use before you start
the computer.

Note that the guantity of data-to be provided is quite substantial, and will
take you some time to enter. You should allow for a fairly long operating
session, although it is possible to stop at various stages and save the data
to contiriie at another time. You may also find it useful to try a "dummy
run” just to test your understanding of the computer operation. To help you
to do this, you will find sample checklists for imaginary businesses
provided in Appendix 4.

10.2 Essential Preparation

In Appendix 3, you will find an extensive checklist of all of the items of
data required by Entrepreneur 1o analyse your business plan. You may
congider this 1o be excessively long, but if you cannot provide answers 1o
all these questions, you will have great difficulty persuading other
people, such as your bank manager, to support you- Therefore it is a
valuable exercise because it tests vour own knowledge of your plans.

The checklist incorporates detailed explanations to assist you in its
completion, with advice on the format which is expected by the
computer. You can also compare your proposals with the sample
checklists in Appendix 4, to help vou lay it out correctly.
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CHAPTER 11
Using the Applications Program

11.1 Starting the Program

Lioad the Applications Program in accordance with the instructions for your
type of computer. You will find some suggestions in Appendix 2. When the
first part of the program has been loaded, vou will be asked to select the
type of product analysis you wish to use. Thig s because, as mentioned
earlier, there are two different programs; one for each version of product
analysis. The options will be displayed on the screen as follows;

Make your choice simply by pressing 1.or % on the keyboard.: If vou have
completed the checklist in Appendix 3, you will have been adviged which
oplion 1s more appropriate for your situation.

When you have pressed a key,; you will be asked fo confirm that vou have
chosen correctly and, when vou agree, the computer will load another
prograr. The way this is done will vary from one computer type 1o another,
so follow the mstructions which appear on the screen

When the program is ready, you will be asked to provide a large ¢uantity
of information in the -sequence in which vou completed the checklist The
computer will then perform an analysis of that data before proceeding with a
month by month cash flow analysis. On completion of the analysis, you will
be able to study the figures to decide what the finance requirements are
going 1o be. Then you will be asked to define the sources of finance, and the
monthly -cash flow figures - will ‘be -recalculated. This process can be
repeated until you are satisfied with the cash position.

Finally, the computer will produce the financial summary data in the form
of a year-end: balance sheet-and profit- and loss dccount, - together ‘with
sensitivity and ratio analysis of the results. Thus, all of the financial data for
your business will have been compiled and analysed, If you have a printer,
you will be able to make printed copies of all elements of the calculations.

11.2 The Main Menu

When the program is ready, the main menu will appear on the screen as
follows:
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The various options can be selected by moving the highlight bar down the
list. The bar moves from one item to another if you press the SPECE bar.
Press SPACE enough times to move the bar-onto-your selection, and then

press ENTER (or RETURN) fo activate it You will find that the bay may skip
some lines of the menu: This will happen if the computer does not have
enough data to perform those operations. Unless you wish to access a
particular facility, simply select CONTINUE and the computer will go onto
the next step in processing your data, When you use the program for the
very first time; this is the only logical selection to make. If you have net
entered any data, the only other options which you will be able {0 selectare
LOAD/SAVE DATA and END PROGRAM.

The -items listed on the menu work in the way that thelr descriptions

mply:
CONTINUE, proceeds with the next-step in the program.

EDITOR, will take you 1o the data file of your choice, and call the eciting
facility. This is described in section 11.4.

CHANGCE SALES, allows -you to. change the sales volumes and pricing
details. Refer to section 11.5, or 11.6, depending on the version you are
using.

CHANGE FINANCE, allows you o change the finance mnformaton. Reler
section 11.10.

END OF YEAR, produces the profit and loss accounts and balance sheet.
Refer to section 1111
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SENSITIVITY ANALYSIS, performs an-analysis of the expenditure items {o
determine which' has the greatest effect on profitability. Refer to section
1112

RATIO ANALYSIS, performs a check on debtors and creditors, and displays
profit as a percentage of net assets, Refer o section 11.12.

LOAD/SAVE DATA, will allow vou to save all the details you have entered,
50 that you can work on them at sorme other fime, or to load in some data
which you have been using on a previous occasion. Refer to section 11.13.

END PROCRAM, terminates operation of the program. A protection facility
will prevent you stopping the programi by accident.

11,3 Initial Data

The first sereen of data comprises the bagic information about the business.
A series of questions will be asked on the screen. Each question will appear
at the bottom left of the screen, and any comment about the way the
cornputer expects to receive the data will be written just above 1t Your
response will be printed on the screen 1o the right of the question where you
can see the flashing cursor. When you are satisfied with what you have
typed, press 1 L(or | N and it will appear on the main part-of the
screen. The qusstions vou will be asked are all included in the checklist,
where you will find advice on how to answer.

When you have answered all the initial questions, you will be asked to
confirn that the information on the screen-is correct before the computer
moves on. If you have made a mistake which you did not notice until after
vou pressed | fer this is your opportunity to fix it
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11.4 Data on Expenditure

When you have compléted the inifial “data; the computer moves on-1o
request information on the various items of expenditure from the following
categories:

FIXED ASSETS
EXPENSES
EMPLOYEES
DIRECT COSTS

The category of expense currently being input will be shown at the top of
the screen. First you must give a name to each of the items in the particular
expense category until you have a complete list: To tell the computer that
the list is complete, type the word E N D, instead of giving another entry. If
you have no expenditures to enter into that category at all; type the word
NONYE and you will be taken straight on 1o the next category.

When you type END after listing all of the items, a panel will -appear at
the botiom of the screen entitled "Options”;

Each of the three optioris can be nvoked by pressing the key representing
its imitial letter:

Continue - Tells the computer to go on to the next stage. In this case, it will
go on 1o ask about the expenditure details of each item on the list
which you have just completed.

Printer Sends a copy of the current screen display to the printer if you
have one.

Editor Gives you access to the manual editor by offering ancther cption
list' as follows:

These functions are explained 01 the next page:
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The arrows pick out the item you want:

Moves the palr of arrows on the screen at each side of the list,
one item down the list

5 Moves the pair of arrows one itern up the st

Moves the pair of arrows 10 the bottom of the list

Moves the pair of arrows 1o the top of the list

Continue  Ends use of the manual editor, and returns you to the previous
option list

pelete Deletes the item indicated by the arrows on the list

Ingert Allows you to irisert a new item into the list, immediately below
the item between the arrows,
Move Allows you to move an item on the list from one line fo another.

Adijust the arrows 10 point at the item you wish 1o move; press M,
point the arrows at the item below which you want to place your
chosen item, and press M again.

Alter Marks an itern on the list so that the computer knows you wish o
change its details. You will only use this when you come back o
the editor from later an the program to alter - some of your nifial
entries. If yvou mark-an item for-alieration, the gymibol "FErses
will appear alongside 1t on the list, and when you finish using the
editor, you will ‘be asked for the details of ‘the marked items
before you are returned to the main menu

You can use these editing facilities o modify the hist until you are satished
that no items are missing, and that they are in the most appropniate order.

When you gelect Continue, the computer will ask-you for the detailed
information for each 1term on-the listin turn You will only be able {6 answer
all of these detailed guestionsaf you complete the checklist before you statt.
For each item, you will be able fo confirm that you have entered the
information correctly before you move on, so do not be too concerned if you
make a few mistakes. Be sure that you are giving the nformation for the
correct item - the item name will always be displayed at the top of the
screen.

When all information. has - been provided for .all items -in all.of the
expenditure categories, you will be taken back to the mamn menu

11.5 Sales Forecast (Single product version only)

The computer will lead vouanto thig routing it vou select CONTINUE from
the ment whern you have just cormpleted entering all direct cost details,-or iaf
vou-select CHANGE SALES at any other time. The screen will list the months
of your trading yvear, & pair of -arrows pointing at-the first month; and -an
option menu at the bottom of the screen: :
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Use the arrow keys to identify a month and préss 510 select that month. You
will be asked for the sales volume; key the number in and press ENTER 10
display it on the list. Repeat the process untl all monthly sales volumes are
defined ‘and then select ¥ to go on o provide the remaining details of
selling prices, VAT, and credit terms. These will be requested 1 the way
they are presented in the checklist

You will now be returned 1o the main menu. Unless you want 1o go back
and change some of the expenditure nformation, or the sales figures you
have just entered, select CONTINUE.

11.6 Sales Forecast & Product Costs (Multi-product version
only)

The computer will lead you inte thig roulinie 1f you select CONTINUE from
the menu when you have just completed entering all employee details, or if
you select CHANGE SALES at any other time. Firstly, vou will be asked 10
list each product by name. The program capacity i1g limited to'a maximum of
10 products: When the list is complete, vou will be given the usual "BEdit
Options” opportunity. This functions in the way described in section 114

If vou now select Continte, you will -be asked for-the detalls of each
product, as shown v the checklist: You will alss be required to submit sales
volurnes ona month by month basis for each product. This will be entered in
the way described In1 section 115 for the single product vérsion. When all
reguired information has been typed into the computer, you will be returned
to the mam menu Select CONTINUE, and you will be-taken on fo the next
step — Break BEven Analysis, section 118,

11.7 Inventory Check (Single product version only)

The computer will perform an automatic check 1o ensure that the quantiies
of materials you plan to purchase (as entered 1n the direct cost routing) are
sufficient to fullil your sales forecasts, If they are adequate, you can return 1o
the menu and select CONTINUE to go on to the next step: I there is
insufficient stock, a warning will be displayad, “the stock shortages will be
listed, and vou will be returned to-the main menu- You can ther chooge what
to -do about it Either vou must reduce your sales volumes, or increase your
stock purchases. The warning will have told you which tems ran out 1n
which month. Select CONTINUE on the main menll when-you have finished
modifying the data, and this will run the ventory check again,
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11.8 Break-Even Analysis

This 1s another automatic feature, When the stock position 1g satisfactory, the
computer will check whether the contribution from the sales forecasts will
be adequate to cover the overhead costs. If the sales are not adequate 1o
break even, & warning will be given. You can go on 1o the -end of the
program if you wish, but the business will be found to be running at a logs. If
you wish to modify your data to bring the business into profit, you will have
to consider one or more of the following courses of action: They are listed in
the order in which they are likely 1o have the most effect in the average
business:

1) Increase the selling price.

2y Increase the sales volumes.

3) Reduce direct costs,

4y Reduce employment ¢osts:

5) Reduce expenses,

6) Reduce on expenditure ‘on fixed assets.

11.9 Cash Flow Calculation

The cash flow will be produced on & month-by month basis, with three
months being displayed at a time. This is a fairly slow process, and sach
three month screen will take & couple of minutes to complete. At'the end of
each screer, you will have the opportunity to print out a ¢opy if you havé a
printer. When the-cash flow is complete, you will be returned to the menu,
Study the figures carefully as they appear. If the closing cash is negative at
the end of any mionth, this will give you an idea of how much éxira money
you ‘will require to fund the business in that particular month. A negative
cash figure at the end of more than a couple of months will give youan idea
of the longer term finance requirements. These dre best covered by equity
and term loans.

When the cash flow ¢alculation is complete, select CONTINUE on the
fmain menu to go on. If the business never runs out of cash, you will be taken
on to the profit and loss printout, otherwise you will rmove on 6 the finance
requirements. If you wish to insert finance information, even though there 1s
no requirement fto do 50, then select CHANGE LOANS instead of
CONTINUE.

11.10 Finance Requirements

The computer assumes that you will fund all negative ¢ash problems with an
overdratft. ‘The screen will display the maximum and average overdraff
requirements found from the previous cash flow caleulation: A sustained
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level of overdraft should ke reémoved by providing equity and termi Ioen
funds -to start the business trading. We suggest that vou turn back o the
finance section of the checklist and consider the figures you intend to submit
o the computer. When you are ready, answer the computers questions,
which will be presented in the same sequence and form ag they appear on
the checklist.

Whett you have given all the data, you will be returned to the mamn menu
select CONTINUE, and the cash flows will be recaloulated. If you are
satisfied with the revised figures, select CONTINUE, and vou will be taken
onto the vear end accounts.

11.11 Year End Accounts

The yearend figures will be presented on two screens. the profit and loss
account, and the balance sheet. You will be provided with the opportunity to
print out copies of gach. To display the first screen, select END OF YEAR on
the main menu. When you return to the menu, select CONTINUE, and the
second screen will appear,

Notice that to prodiice thesé reporis, the computer must caleulate the tax
payable for the trading period. The way this 18 done will depend upon
whether or not the business is operated as a lmited company, and the tax
scales prevailing following the 1884 budget have beeri incorporated into the
program. Company tax 15 based on the Corporation Tax scale, applied after
capital allowances and depreciation have been takern into account,

For partrierships or sole traders, the profits are taxed on the personal tax
scale, with salaries paid to the owner or owners of the business, fogether
with thelr personal allowances and other taxablée income taken into account

11.12 Sensitivity & Ratios

Two screens of additional data are available to-help you analyse your
busimess proposal.The - first “screen  demonstrates. how - sensitive the
profitabibty of the business is 1o changes in the expected revenue and
expenditure levels, The computer measures the percentage change 1n the
after tax profit figure when each of the elements listed is increased and
decreased by 10%. A positive (<) percentage figure means -that profif
increases, ‘whilst a negative (=) figure indicates & decrease. You should ot
betoo concerned abut those items which change profifs by less than around
5%. Those which change profits by significantly more than 0%, on'the other
hand, should-be reviewed very carefully, because these ar the ones which
represent your greatest nisk of failure 1o make a profit,

The second screen will provide just three figures: the average ‘creditor
and debtor turnover,-and the percentage return.on net assets. The creditor
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and debtor figures represent the average number of days credit you are
giving and faking. If you appear to be getting better ¢redit terms than you
think you will ‘have to give, you should study your plans very carefully,
Unless you are operating on a strictly cash sale basig only, it would be very
surprising if you, as a new small business, could get better credit terms than
you will have to give, and this ig an area where vour optimis could lead
you-into ‘cash problems

Asarule of thumb, at least half of your purchases will be for cash, and the
remainder you will need 1o pay on time to-establish-a good credit rating. On
this basis, your creditor turnover will be rnio- more than 10 to 15 days: Think
very hard if 1t gets any larger than this. On the other hand, debtors will
probably take advantage of your position as a new small-firm, and pay very
slowly. The debtor turnover should thus be at least B0% longer than you
would like it to be. For instance, if the normal terms offered-in your type of
business are 30 days, you should be expecting actual payment in no better
than 45 days. If the figures presented at this stage in the analysis look better
than that, consider very carefully changing the terms on vour -sales and
purchases,

The final figure is simply a measure of the overall profitability of the whole
business idea. If this percentage is less than you can get by putting your
moéney in the building society, then perhaps yvou should do just that!

11.13 File Handling

The way in which data: s saved for later use, or loaded back into the
program will vary from-one type of computer 10 another. Therefore; just
select the LOAD/SAVE DATA option from the main menu, ‘and follow the
mstructions which appear on the computer screen: You will be required to
give your data files names so that the computer can tell them apart. Take
care to make a note of these file names, and record them on the labels of the
tapes, disks or microdrives on which they are saved.
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APPENDIX 1
Sources of Assistance

You will find that one of the most fristrating things about planning your new
venture will be finding information. It i3 beyond the scope of this Text Book
0 go into.great detail about all the different sources of assistance available.
However, we will outline the different types of assistance you may need and
tell you where you can find further information.

Al.l Direct Help and Advice

You will probably find the easiest and cheapest advice is on your doorstep.
In the last few vears hundreds of -advisory organisations sponsored by
national and local government have been started with the express intention
of helping the small businessman. Advice is either free or very cheap and
they will be able to answer many of your guestions, provide you with
literature -on a multitude of 'subjects and guide you to- further sources of
information. They provide an invaluable source of advice on local resources
and you are advised to make them your first portof call

Small Firms Service

The Small Firms Service is provided by the Department of Industry. It
will provide you with information on all manneér: of start up problems
and runs a counselling service manned by experienced businessmen.
To- contact your local office; telephone the operator and ask for
Freephone 4444,

Council for Small Industries in Rural Areas
If you plan to start your business in a rural area (defined 85 & central
population of tnder 10,000) and employ less than 20 people, then this
service may be able to help you It provides counselling, training and
finarice assistance’ To contact your local office, write -tor CoSIRA, 141
Castle Street, SALISBURY, Wilts, SP1 3TP.

Local Enterprise ‘Agencies

These agencies are primarily designed 1o ericourage new businesses
to start up in specific local areas. They are sponsored and supported
by local firms from the major sectors of the business and financial
world, They will help you to set up your venture and give “aftercare’
and advice once vou have become established. Contact your local
Chamber of Commerce (listed in your Yellow Pages) or visit your local
library to find out where your Local Enterprise Agency is.
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Al.2 Market Information

You will need information about the shape and size of your market, its
profitability and growth in order to complete vour Business Plan and forecast
your sales figures. You will continue to need this information when your
business is up -and running. It will be invaluable as an aid to making
decisions about products, pricing and the competition. Whatever information
you want will almost certainly be published somewhere; it's just a question of
finding it. We suggest three sources from which you should be able 1o get
most of the information vou need; they are: public reference libraries,
specialist busimess libraries and  periodicals. If you require further
information you will discover where to find if-from at least one of the above
sources.

Public Reference Libraries

As a start; visit 'your local public library. Ask the librarian to help you
find the irformation you are locking for. They should be able to
pinpoint the exact source you need and, if necessary, direct you 1o the
nearest central library which holds it. The information available from
public hibraries is free.

Specialist Libraries

The most comprehensive list of specialist libraries 15 to be found m
ASLIB  Economic and Business Information Group Membership
Directory. Over 300 libraries are listed and individual areas of interest
are indexed: This bock is available from: ASLIB, 3 Belgrave Square,
LONDON, SWI.

Periodicals

A multitude of magazines and petiodicals are available 1o help you
You will find that they break down into two broad categories; specialist
trade - publications about your particular industry, and ~general
publications containing reviews of current marketing topics. Your best
way of tracking down which titles will be of interest {0 vou is to visit
your local library and look through their directory of periodicals.
Getieral interest magazities such as "Marketing Week" can be found at
larger newsagents and bookstores.

Al.3 Your Business and the Law

Whatever form or size your business is going 16 be it will have to operate
within trading, tax, company and employment legislation. All aspects of the
law are complex and are best deslt with by experts. However, it is
advisable that you have & broad understanding of your responsibilities inder
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these  wvarious forms - of legislation. - Some - background “reading  -is
recommetided in the first instance and when you entountér problems you
should consult & solicitor. When you ¢hoose a solicitor, don’t be afraid 1o
shop around. Ideally, vou should try and find one who is familiar with your
kinds of problems and is charging a reasonable fee. If you can find one who
1s sympathetic to you-as well as your needs, so much: the better, you may
have to work closely with them on issues vital to your business. Much of the
documerntation you will need outlining the rules and regulations governing
your ‘actions is distributed free from Covernment sources. The following list
deals with the ‘most important aspects of the law applicable ‘to running a
small business.

Your Business Name
"Disclosure of Business Ownership” and "Control of Business Nameg”,
Department of Trade, Guidance Notes Section, 885 City Road,
LONDON, ECLY 1BB.

Registrable Rights
“Applying for & Trademark”. The Regster of Trademarks, 23
Southampton Buildings, LONDON, WCI1A-1AY.

“Applying for a Patent”, "Patents, a Source of Technical Information”.
The Patent Office, 25 Southampton ‘Buildings, LONDON, WCIA 1AY.

PAYE

"Starting in Business', "Employvers Guide to PAYE" and "Employers
Guide to Nafional Insurance Contributions”. Available from the
Inspector of Taxes at your local Inland Revenue Office,

VAT
Value Added Tax, Scope and Coverage” and "The General Guude.
Available form your local Customs and Excise Office,

Trading Laws

‘Fair Deal" from The Office of Fair Trading Breams Buildings,
LONDON, ECA4. Also, the Trading Standards Department of yvour local
authority will give you advice on the trading laws relevant to your
business.

Employment Law

Free advice on 4ll aspects of employment law is available from ACAS,
Page Streetf, LONDON, SW1.
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Al.4 Raising The Money

The Applications Program allows you to juggle financing alternatives arourd
until you find the one most suitable for vour business. Your first approach to
finding a source of funds will probably be to a bank manager. We will offer a
few words of advice on this subject:

Go well prepared the first time: This will be the meeting which sets the
relationship for your future meetings. You must present an impressive
plan and act with confidence at this first meeting. If you don't, it may be
your last!

CGo tora big - branch: The bigger the branch, the more senior the
managers In it, and the greater their “in-house” lending authority will
be: Choose a branch in your nearest big city.

Go to many. Present your plan to at least five different clearing banlks,
and do 1t-all at the same time Different banks will have different
policies on lending to new businesses and different managers will have
their own prejudices.” You cannot afford the time, once you have
prepared your plan, totackle the banks one by one,

Don't be disappointed if you get turned down. Listen to the objections
and, if necessary, modify the plan accordingly.

Your local branch of the Small Firms Service will give you details of the
many government-grants which are -available: Although clearing banks are
the most comimon source of finance; they are not the only ones: For a more
comprehensive list, consult the relevant texts listed in the bibliography.

AlS5 Training for your Business

There are now many opportunities for the potential entrepreneur to get
some form of training in running a business. The courses come in many
shapes and sizes, and you will almost certainly find one locally to suit your
capabilities and needs: For details of the courses available near you consult:

Manpower Services Commission, Training Services Division, 180 High
Holborn, LONDON, WCIV 7AT, or your local Enterprise Agency.
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APPENDIX 2
The Legal Form of the Business

From the very start of your planning, you must consider which legal form
your business will take. We will review the three most common formis of a
business; sole trader, partnership and limited company:  Your choice will
depend on a number of factors amongst which are; your financial
requirements, your personal tax position and your commereial needs,

A2.1 Sole Trader

Advantages

There are very few formaliies involved and, providing you have the
Tesources, you can start trading immediately.

The professional fees involved in setting up the business are very low.
Unless you register for VAT, there are no rules governing the financial
records you keep, You will not recuuire an external audit of your records.and
therefore will not have to pay audit fees,

Your trading information does not have to be publicly disclosed.

I you run more than one business, the profits or losses from one can be
offset by the profits or losses from arnother.

You will pay income tax under Schedule D. This will allow vou much wider
scope for claiming expenses in connection with your work than if you work
for an employer.

Disadvantages
Your business assets are indistinguishable from . your personal assefs.
Therefore if the business goes bankrupt your personal assets may be sold o

pay your trading debts.

You will have no access 1o equity capital and you will have 1o rely of loans
from individual investors or banks to finance the business.

Schedule D income tax is paid at a much hgher tax rate than Corpotation
tax.

The business will usually die with the death of the propristor.
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A2.2 Partnership
Advantages

You are not required to make public disclosure of your trading
information.

Unless you register for VAT, there are no formal requirements for your
financial records ror for an audit,

You will pay income tax under Schedule I

Disadvantages

All the partners share joint, unlimited personal liability for trading debts.
Partnership contracts can be complex and expensive.

Schedule D income fax may be higher than corporation tax,

The death of any one partner will usually dissolve the partnership.

A2.3 Limited Company

Advantages

The owners (shareholders) of a limited company are liable only for the
company's debts up fo the nominal value of the shares

The business can raise equity capital

Corporation tax on a company may well be lower than income tax rates on
a sole trader or parimership.

A limted company will contiriue to exist after the death of the founders,
Disadvantages

A limited company cannot begin to trade until it has been formally
“incorporated”,

There are many rules governing the way financial records are maintained,
and an auditis required every financial vear.
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Trading information has to be disclosed in an annual report

The directors will be employees and will pay income tax under PAYE,
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APPENDIX 3

The Checklist

IntroductionThe objective of this checklist is to assist you in collecting
all of the data required to run an analysis of your business proposal. You
will find that the list spans a number of pages. The amount of information
you will need to collect will depend 16 a large extent on the complexity of
your business, The value of the information produced by the program will
only be as-good as the information you provide. We therefore suggest that
you take time and care 1o assemble the data which vou will require to
complete this checklist.

You should also consider the guidance offered i Chapter 2 in relation to
preparing 4 business plan. Much of the planning will have 1o be complete
before you can make reasoned decisions about the data you. are
collecting: - In particular, as you work through the tables, yvou will discover
that many of the entries require information about the timing of various
activities. Therefore it is éssential that you develop a fimetable for the
implementation of your ideas so that you can make realistic estimates of
when each activity will occur,

This appendix 18 divided into two components; the explanatory notes
about the meaning of each item and the formin which the data is required,
and a-series of tables in which the data can be recorded. The notes and
tables are cross referenced to assist vou, Fach group of notes is identified
by & section heading, and a letter; A, B, C, etc. Within each ‘group; the
netes are nurbered in sequence. This combination of heading, reference
letter and note number is duplicated in the tables. For instance, if you are
completing the part of the table about "Wage Related Costs”, vou will gee
that you should refer to note (7) in section D of these notes for an
explanation of what is required;

We suggest that you enter data into the tables in pencil, to enable you to
make changes later. A betlter solution is 1o take photocopies of the table
pages, and then you canrun-a range of alternative figures without spoiling
the book. Triptych Publishing Limited will not consider taking photocopies
of the fable pages of this book as a breach of the copyright agreement,
providing they are only for your own use.

Alternative Approaches

There are two different Applications Programs. One allows you to analyse
a business based upon a single product, giving you the opportunity to
build - up ‘the exact cost of the product by costing the individual
components. The other will analyse & business based on up o ten
separate products, with a lesy detailed analysis of the product costs. In this
second program, the cost'of the product is entered as a percentage of the
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selling price. Before you ¢o any further, you must decide which program
vou will use.

In fact, this two program option opens up & wide range of alternative
ways ol performing an analysis, The number of different approaches
available igas great as the number of different types of business that could
be conceived by you as the user. For this'reason, we cannot offer precise
Instruchions on how to handle your particular idea, but wé can offer the
following general guidelines Read through the general description of
each of the business concepts which follow, “and try the approach
suggested for the one which most closely resembles your own plans.

Before you look through the descriptions, take note that deciding which
approach is sultable for you depends upon the way in which the direct
cost of your product is detérmined. Direct cost is explained in Chapter 5,
When calculating the direct cost of the product; you do not include any of
the costs which you consider to be fizxed dssets, expenses, or employees,

CONCEPT 1 Many businesses operate with virtually no direct costs atall
That i, they sell a service to their customers which does not use any
materials, or where the cost of materials is tiny compared fo the price
they charge. In this case, use the multi-product program, enter the small
amounts of direct cost involved as expenses, and when asked for direct
costs as. a percentage of sales (queshon F(2)), answer 0%, then enter all
other items normally.

CONCEPT 2 The typical new manufactuning enterprise 1§ usually -based
on & single product type being sold at a single price. The single product
program is designed fo suit this type of business. However, if you
produce more thah one product, or sell it at moére than orne price, the
program will still ‘be applicable, providing you can define a single
“average product’ and ‘average price’. If this is not possible, or
convenient, then you should look at CONCEPT 3.

CONCEPT 38 If the business is handling between two and ten products,
then the mulfl product progranyis designed to analyse thigs situation.
Remember, that for the purpose of this program, the same product sold at
twordifferent prices (e.g.; a merchant selling at oneg price to the trade,
and at-another to the general public) would count as two products.

CONCEPT 4 Many businesses will find themselves trading with more
than ten product/price combinations. The multl product program can still
be used, but the products must be formed into groups, and each group
handled as if it is & single product. Thus, up to 10 groups can be analysed.
The simplest way .of grouping product is by combining all of one type,
but you will have to work out the average values for each group for the
various guestions on the checklist; cost, price, days of stock, VAT, and so
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CONCEPT 5 Although CONCEPT 4 'sounds simple, thé maths involved in
calculating the "average” answers can become quite complex, Another
approach to the multi product situation is 1o group products with common
characteristics in terms of the questions on the checklist, eqg., all
products with the same peércentage cost; VAT rate and credit terms could
form a single group. In-this way the maths Is much simpler.

Sales Revenue or Sales Volume

Sales revenue 1§ the amow of money you receive from your customers,
Sales volume is the number of product unite which you sell them: The
program. is designed. to-handle an -analysis using sales volumes, but the
mulil product program is-equally suited to analyse sales revenue. To use
the sales volume approach, you will simply need to know how many of
each product you plan to sell, and what price you will sell them for. If vou
prefer to use sales revenue-figures, simply enter the revenueys when
asked for volumes, then give the selling price of the product unit as £1.
This merely tells the program that each pound's worth of prodact sold is
sold for one pound!

A. Initial Data
This is the basic information required about the business as a whole,

1y Company Name; Any name can be used to identify the company, up ©
& maximum of 20 chiaracters in length (including spaces).

2) Month to Start trading; The program handles all months ag numbets. To
identify the first month of trading, use & month namber in- the
tradifional way; January =1, February = 2, and so on. Do not give the
year or day, just the month number,

The month you choose will be the first month that the business is
mvolved 1in any transaction; be it buving or selling. Often, there igan
interval between when you start préparing to trade, and when you
actually start to sell. For instanice, you may starf receiving invoices for
goods in May, even though you do not sell anything until Tuly. In this
case, you would give the starfing month as May (8), not July (7).
Remember, you just have to provide the number, the prograrm will
confirm by replying with the name of the month in full

3) Trade of Business: A business ¢an be in one of three forms, & ole
trader, a partnership, or a lmited company. You.must decide which
form your business will take, because each is treated differently for tax
purposes. The program will offer vou the three alternatives from which
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4

3)

6)

to select. Refer to the notes in Appendix 2 for further advice on how o
choose: You -could also try running the program more than once,
selectinga different legal form each time 16 see how thig affects the
cash flows. For instance, a sole trader draws his income ret of tax, and
no tax is paid by the business until-after the financial year-end,

Analysis Period; The program will analyse a period of betwesn 6 and
18 months trading. The usual-selection will be 12 months, although an
18- month -analysis is more appropriate-if there is & long period-of
development before you begin to sell. The computer will expect a
number between 6-and 18,

Registered For VAT: Answer yes or no. If the business 1s going to have
sales of more than £18,000 in a year, or more than £8,200 in any three
month penod, then it must be registered for VAT, If-vou do not have'to
reégister, there may still be benefits in doing so. Refer to Chapter 7 for
further information. Note, that if you choose not 1o register at this stage,
and the program reveals that your turnover exceeds the limits, you will
be forced back to register.

First Month VAT Due; This month is again given as a number, but this
time (and at all subsequent points at which a month is to be defined) it
I8 given as-a number relative fo the first month selected in note {(2). For
instance,if you chose May ag the starting mornth in rnote (2), and you
wish to nominate August as the first month that VAT iz due, simply
count May as 1, June as 2, July a8 3, and August-as 4. Hence you would
enter August-as 4. The name of the month will appear on the screenin
full for confirmation.” It will help you if vou write down for yourself 4
calendar with ‘the actual months numbered from 1 as the month you
have chosen to start trading.
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Usually, the first net VAT payment occurs three months after you
register, If you start selling from the very start, and are registered from
then, this will be month 3. If, however, you have, gay, a three month
period setting up. the business before you register, and you have
included this start up time in the analysis period, then it would be
another three months before VAT falls due; 1.e., in month 6,

B. Fixed Assets

Chapter 4 explained that fixed assets are things which the business buys
with the intention of keeping them for a long time. Purchases of property,
vehicles, machinery and office furniture are all examples of fixed assets.
The program will allow you to define up to 20 items. If this is not enough,
we suggest that you group a number of similar items as a single fixed
asset. For instance, a photo copier, some typewriters and a coffee machine
could be grouped as a single item called “office equipment”, Remember
the warning in Chapter 4 that very small items which could technically be
described as fixed assets may be better treated as expense items, and
included in section C. All of the following questions will have to be
answered for every fixed asset item.
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2)

3)

4)

3)

0)

n

8)

Item; Each item you list must -be -given a . name of up. o 20
characters.

Depreciation Rate: Depreciation is explained briefly in Chapter 8. 1t is
the amount by which the asset reduces in value each year., 1t is
expressed as a percentage of the new value, and could vary from 5%
to B0% per year depending upon the durability of the item.

Capital Allowance; This is the proportion -of the purchase price of
the fixed asset which can be claimed against tax, expressed as a
percentage of the purchase price. Not all assets have a capital
allowance, but those eligible will attract the following allowances:

Purchase Date
until - 14/03/84 1o 01/04/85 to - after
13/03/84 -~ 31/03/85 31/03/86 - 31/03/86

Plant & Machinery 100% 75% 50% 0%

Industrial Buildings & 15% 50% 25% 0%
Assured Tenancy Property

Cash or Credit; Cash payments include payment by chegue or bank
draft. Anything paid for on or before delivery is classified as cash
Credit describes any transaction where payment is made at some
time after delivery.

Credit Terms; The number of days between delivery of the item and
payment being made. Take care!l New businesses will often find that
they will be asked to pay cash for items which established firms can
buy-on credit.

VAT Rate; The percentage VAT paid on the purchase. If you dre not
registered for VAT, vou will not be asked this guestion. Remember
that not all purchases attract VAT, When applicable, VAT is charged
at the rate of 15% (current in 1984), but you should refer to Chapter 7
for a guide to when it does apply.

Frequency of Invoicing; Fixed assets are usually paid for in a@ single
payment. If this i8 not the ¢ase, the program will provide the option of
monthly,  bi-monthly, quarterly, half vyearly, yearly, or irregular
payments. The irregular payments option allows you to-enter a series
of payments in & sequence of months not covered by the other
options.

Nuwniber of Payments; This will only be-asked if you select "irreqular
payments” from the previous options.
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The following standard exp
_describe h@w fmquen’tl‘y invoices are

9)

10)

C.
Ch

~ FREQUENCY OF INVOICING

ssions are used by thepiﬂfogxém .

Month Invoiced; You will be asked for edach mornth in turn if you use
the "irregular payments’ option. If you have chosen one of the regular
payments options, you will just be asked for the first month of the
invoice. Remember that the month must be entered as a number, with
the first month of the analysis taken as month 1 and note that the
month required is the month of invoice, not the month of payment

Amount of Invoice; The amount you use depends upon whetheér or not
you are registered for VAT I you are registered, give the value
excluding VAT, but if you are not registered, include VAT 1n the
amount of-invoice, The program requires that the value of the invoice
be entered in whole pounds (any of the options other than "irregular
payments” will-assume that the invoice will be the same for each
rmonth),

Expenses
apter 5 explaing that expenses are items which are used up by the

business, but which cannot be attributed to individual sales. As with fixed
assets, the program allows up to 20 items.

13
2)

Item; Bach item you list must be given a name of up 10 20 characters.

Cash or Credit; As'in B (4), anything paid for on of before delivery is
classified as cash.

68



3) Credit Terms; As in B (5), this is expressed as the number of days
between delivery of the item and payment being made.

4) VAT Rate; As 1 B (8), this 1s the percentage VAT paid on' the
purchase. If you are not registered for VAT, you will not be asked this
guestion.

5): Freguency of Invoicing; As an B (7), the program will provide -the
option -of -monthly,  bi-monthly, quarterly, ‘half -yearly, vyearly, o1
irregular payments.

6)-Number of Payments; As in B (8), this will only be asked if you select
“irregular paymernts” from the previous options.

7) Month Invoiced; Asin B (9), vou will be asked for'each monthn tirn if
you-use the “irregular payments’option. If you have chosen one of the
regular payments options, you will just be asked for the first'month of
the invoice.

8) Amount of Invoice; As in B:(10), if you are registered for VAT, give the
value excluding VAT, but if vou are not registered, include VAT in:-the
amount of invoice:

D. Employees

You can enter the names of up 16 20 employses, including the owners of
the business (if they draw & salary from the business). If you do not know
the names of the people involved, define each employee by the name of
the role he or she will perform. If your business 1s some type of
employment agency, it may be appropriate to consider the people ‘you
hire out as “stock’. In this case, do not enter these people as emplovess
Handle the payments vou make to ‘them as direct costs instead (see
sections E and F).

1) Namie or Role; Each employee you list must be given a name up to 20
characters long.

2) Owner or Partner; If the business has the legal form'of'a sole trader or
a partnership, vou 'will be agked which employees own the business,
because the money paid to them is treated differently when analysing
the tax position of the business. Simply answer yes or no for each
person,

3) Tax Allowance; This question is only asked for-those people for whom
question (2) was answered "yes". For the business owners, individual
personal tax allowances must be entered so that they can be-taken
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into account in calculating the tax position of the business. If you are
unsure of your personal allowance, you should consult vour local
Inland Revenue office ‘'or an accountant, Note that a sole rader or
partner ‘will have to apply for Schedule D tax rating:

4) Other Income; Once agdin, only asked for the owners of a partnership
ot for a gole trader; so’ that the ‘tax position can -be modified
accordingly. Hthe "other income” has already been taxed, it need not
be included.

8y Payment Interval; Employees can be paid weekly or monthly. ‘A third
option, irregular; is offered to provide for seasonal or casual Workers,

© or for workers who are not emploved for the entire” period being
analysed.

6) Payment Amount: The amournt (in whole pounds) paid to the employee
at each payment interval. For employees, this amount must include
income tax and employee's national insurance  contribution, but
excludes the national insurance. contribution paid by the employer.
For the sole trader or parinér in & business (Le., for those marked
“ves' in question (2)), the amount excludes income tax as well,
because. this is not paid until the end of the financial year

7y Wage Related Costs: These are included as.a percentage of the
payment amount,  Costs. include the employer's national insurance
contribution, holiday pay allowance, health insurance and any other
“perks” which are not included in the general expenses of the
business. As @ “rule of thumb”, this figure should be around 25% for
employees, or around 10%. for the owners of a partnership or a sole
trader.

E. Direct Costs — Single Product

This section only applies If you are analysing.a business on the single
product program, in which the direct costs are analysed on an itemised
basis. Do not continue unless you have read the notes on Alternative
Bpproaches at the start of this Appendix.

Chapter 5 explained that direct costs are the costs directly related to
the sale of the product. Thev are also called the variable costs of the
business, because they vary depending upon the amount of the product
s0ld. I this section, the direct costs of the product ¢an be divided into up
to 20 components,

1) Cost Iterm; Each ltem o you list must be- given a name up to 20
characters long.
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2) Cash or Credit; As in B.(4), anything paid for on or before delivery i§
clagsified as cash,

3) Credit Terms; As in B (8), this is expressed as the number of days
between delivery -of the item and payment being made.

4) VAT Rate: As in B (8), this is the percentage VAT paid on the
purchase. If you are not registered for VAT, you will not be asked this
cuestion,

5) Frequency of Invoicing; As in B (7), the program will provide the
option of monthly, bimonthly, guarterly, hall vyearly, yearly, or
irregular payments,

6) Number of Payments; As in B (8), this will only be asked if you select
“rregular payments” from the previous options,

7} Month Invoiced; As in B (9), if you use the "wregular payments”
option, you will be asked for each month in turn. If you have chosen
one of the regular payment options, you will just be asked for the first
month of the invoice.

8) Amount of Inveoice; As in B (10), if you are registered for VAT, give
the value excluding VAT, but if you are not registered, include VAT
in the amount of invoice.

9) Cost Per Unit; So that the program knows whether you ‘have
purchased enough of sach item to make the volume of product you
wish to sell, you rust state how much of the item s used up it each
product unit. For instance, if you buy £700 worth of cartons on one
invoice, which are sufficient to pack 2000 product units, the cost per
untt you must enter is:

= = (.35p per unit

10) Sales Volume: For each month of the analysis period, you will have to
estimate the amount of the product you intend - to sell -You must
estirmate the number of units sold, not the amount 6f money received.

11) Price per Unit; How much will you earn for each product unit you sell?
This will be the price which you sell it for, taking into-account any
discount you may have to offer your customers, If you are registered
for VAT, do not include VAT in the price. If you are not registered,
you will not charge vour customers any VAT,
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12) VAT Rate on Sales; If vou are registered, which rate of VAT will your
product atiract? This will usually be 15%, but refer to Chapter 7 for
more information:

13) ‘Percentage Credit Sales; What percentage of your product will you
sell on.credit? For mstance, if vou expect that half of your product will
be sold on credit terms. vou would enter 50%. If you ¢an, vou should
talk to other people already trading in your proposed line of business
to find-out what proportion of their customers expect credit.

14) Credit Terms; For those items sold on credit, what terms will apply?
You must discover the terms which your customers will takein your
particularindustry, trade or profession. For instance, il you ask for
paymentin 30 days, but youthink your customers may not pay in less
than 40 days, you should enter the longer period of ¢redit. ‘Again, you
should ask others in your business how long customers actually take

to pay.

F. Direct Costs = Multi Product

This section appliesto'any business which itis inappropriate to ahalyse by
the single product program. Do not continue unless you have read the
notes on- Alternative Approaches at the start-of this Appendix.

Chapter 5 explained that direct costs are the costs directly related to
the sale of the product, They are also called the variable costs of the
business, because they vary depending upon the amount of the product
sold. In this section, the direct cost of the product muist be expressedas a
percentage of the selling price (exclusive of VAT if you-are registered).
Upto 10 different products can be entered, and all of the questions must
be answered for edch product.

1) Product Names:Each product must be ¢iven a name of up to 20
characters.

2) Cost as a Percentage of Selling Price; Express the divect cost of the
product as a percentage of the price at which you sell the product.
Do not include any fixed costs (L.e. expenses, employees or fixed
assets) in the calculation.

3) Purchased for Cash or Credit: As in B (4), anything paid for on or
before delivery.is classified as cash.

4) Credit Terms: As in B (8).this is expressed as the number of days
between delivery of the item and payment being made.
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5y VAT Rate on Purchases; As in B (6), this is the percerntage VAT paid
on the purchase. If you are not registered for VAT, you will riot be
asked this question:

6) Days of Stock Held; To calculate the expenditure on the product, the
program needs to- know how much stock you will be keeping on
hand, This will vary ‘a great.deal from one business to anocther. A
greengrocer, for example, may buy at daily intervals and would thus
only have stock for a few days'sales in his shop. ‘A hardware store, on
the other hard, may buy far less frequently and have stock which
lasts up to 6 months, that is, 180 days. Some service businesses will
have no-stock at all —~ the "product” will only exist when itis'sold to
the customer.

7) Percentage Credit Sales; Asin E (13), what percentage of yowr product will
you sell on credit?

8) Credit Terms; For those items sold on credit, what terms will apply?
Asin E (14), you must discover the terms which your custorhers will
actually take.

9) VAT Rate on Sales; As in E (12), if you are registered, which rate of
VAT will this product attract?

10y Unit Price; How-much will you earn for each product until you sell?
This will be-the price which vou sell it for, taking into account any
discount you may have to offer your customers:-If youare registered
for VAT, do not include VAT in the price. If you are not-registered,
you will not charge any VAT,

11) -Sales Volume; For each month of the analysis period, you will have to
estimate: the amount of each product you intend to -sell.. Remember
that you must estimate the numbeér of units gold, not the-amount of
money received. However, if you are selling something which is
much easier to define in-monetary terms (such as a service where the
costs varies significantly from one customer to another), you can use
revenue instead. In this cdse, set the unit price it (10) to £1. In this
way, the program-will-handle the figures correctly.

G. Initial Finance Plan

We have used the term “initial” finance plan because your ideas about the
way you finance your business will probably change as vou run the
program. Entrepreneur will first- run through the cash flows for your
business idea without taking a finance plan into account. This will-show
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clearly how much money the business actually needs. You can then
review the plan and decide how to fund it accordingly.

1) Equity Funds; Chapter 3 explained that "equity” is the total money

supplied to the busiress by the owners of the business:

2) Term Loans; Chapter 4 describes a term loan as money which is

borrowed for anagreed period, at an-agreed interest rate,

3) Interest Rate; Check with your bank manager to discover the current

4)

5

6

Wi

N,

rate for term loans. Remember if you borrow money via certain
Government schemes, such as the Small Firms Guarantee Scheme,
there may be a premium charge in-excess of the basic interest rate,

Repayment Interval; Loan and interest payments are usually made
quarterly, although the frequency of repayment can vary. Again, check
with your bank to determine the terms that are likely to apply to your
type of ‘business.

Interest only or Interest & Principal; The amount of money you borrow
15 called the “principal’. A-terni loan can be handled-in-one of two
ways. You may borrow, say, £5,000-for 5 years, paying the interest
every quarter, but not repaying-any of the principal until the end of the
perod, at which fime it i8-all repaid at once: This is an-'interest-only”
arrangement. It 15 equivalent to the "bridging loan”" sometirmes used in
house purchases, but for a much longer period.

The second alternative is to pay the-interest on the £5.000 every
quarter and also pay back portions of the principal at regular intervals
until after, say, 5 years, you have repaid the entire loan. In this case, the
principal repayment would be £250 per quarter. This is an ‘interest and
principal” arrangement.

Sometimes, you ¢an secure a loan arrangsment which combines both
types of repayment terms. For instance, you could borrow for 5 vears,
pay interest only for the first 2 years and then pay interest and principal
for the latter 3 years. This is often refered to as 4 repayment “holiday’.
Forthe purposes of this program, you can treat this type as an "interest
only” loan.

Principal Repaid; If you select 'interest & principal” in the previous
question” you must nominate how much principal is repaid in each
payment. In the earlier example, repaying £5,000 over 5 years at
gquarterly intervals, the ariswer to this question will be £250.
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1) Overdraft Interest Rate; Any cash shortfall in the business will be
treated as an overdraft, and thus the overdraft interest rate must be
provided. The interest charge for each month will be automatically
deducted from the following month's cash flow,

A, Initial Data

Company Name (1)

Month to start trading? (2)

Type of business? (3) - (l&gal formd)

Analysis period? (4). (months 1-:18)

Registered for VAT? (8). {(Yesor No)

First month VAT due? (6)
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B. Fixed Assets

Amount (£)

(10)

First month

; o
mvoiced ~
Number of
payments —if &
irregular
Frequency of
nvoicing —or )
single payment
VAT rate (%) ©
Credit terms o
. 1s)
(days) =
Caghor &
Credit =
Capital &
Allowance (%) s
Depreciation e

!

rate (%) -
= ~

o) et

?m“ e

10

11

12.

13.

14.

18.

16.

17,

18.

18,
20.




C. Expenses

Amount (£) o
First month o
invoiced =
Numiber of
payments - if o
irregular
Frequency of =
nvoicing ~
VAT rate (%) &
Credit terms o
(days) =
Cashor o
. 3
Credit ~
= —~
E tanl
& -

10.

1L

12.

13.

14,

18.

18.

17.

18.

18,

20.




D. Emplovyees

Wage-related
costs (as¥% of wage)

®

Irregular pavments
no. of payments,
month, amount

]

Weekly or roonthly =

payment amount (£) =

Payment interval
(weekly, monthly or &
irregularly)

Cther taxable
income (£) P
(if sole trader <
01 pariner)
Tax Allowance (£)
(if sole trader 2
or partner)
Sole Trader or P
Partner-(Y/N) £
5
= o

10.

11

12.

13

14.

18.

18,

17

18.

18,
20.




E. Direct Costs - Single Product

Costs per unit (£)

©

Amount (£ &
Wﬁww month o
invoiced =
Number of
payments - if ©,
irregular
Frequency of =
nvoicing ~
VAT rate (% =
Credit Terms &
(Days) ~
Cash or o
Credit el
m -
& -

10

1L

12,

13,

14.

15.

18.

17,

18.

18.

20.




E. Direct Costs — Single product (ctd)

Month| Sales Volume (10) Month | Sales Volume (10) Month | Sales Volume (10)
i 7 13
2 8 14
3 g 8
4 10 16
§ 11 17
3] 12 18
Selling price per umit (11) &)
VAT rate onsales{12) {%)
Percentadge of credit sales (18) (%)
Creditterms (14) (days)
F. Direct Costs — Multi Product
o] QO Aol 8« BUE - o B e« o)
S d8 85| a8 |38 sl 8 z2El g
SLl BT 88 oo mE Ryl Bo] a3 =
ol 2 B = Rl e < A T - B B U05- RSy i M| 2
g @ gl Aa® | 22158 | e | A% 2
PRODUCT NAME 5o = I 2l S EE 5
[ 1) St % i% e b R
v
ey @ &) ) (8) ®) ) (8) () (10
L
2.
3.
4,
5.
8.
7.
8.
9.
10.




F. Direct Costs ~ Multi Product (ctd)

Product Month | Sales Volume Month! Sales Volume Month | Sales Volume

Natne 1 7 13

2 8 14

3 9 15

4 10 16

5 11 17

6 12 18
Month | Sales Volume Month | Sales Volume Month | Sales'Volume

1 7 13

2 8 14

3 9 15

4 10 16

5 11 17

6 12 18
Morith | Sales Volume Month | Sales Volume Morith | Sales Volume

1 7 13

2 8 14

3 9 15

4 10 16

5 11 17

6 12 18
Month | Sales Volume Month | -Sales Volume Month | Sales Volume

1 7 13

2 8 14

3 9 15

4 10 16

5 11 17

6 12 18
Month'| Sales Volume Month | Sales Volumie Month | Sales Volume

1 7 13

2 8 14

3 9 15

4 10 16

5 11 17

6 12 18
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F. Direct Costs - Multi product (ctd)

Product Month | Sales Volume Month | Sales Volurmne Month | Sales Volume
Name 1 7 13
2 8 14
3 9 15
6. 4 10 16
5 i1 17
6 12 18
Month | Sales Volume Month | Sales Volume Month | Sales Volume
i 7 13
2 8 14
3 9 15
1 4 10 16
5 11 17
6 12 18
Month | Sales Volurie Month| Sales Volume Month | Sales Volume
1 7 13
2 8 14
3 g 15
g 4 10 16
5 11 17
6 12 18
Month | Sales Volume Month| Sales Volume Month | Sales Volume
1 7 13
2 8 14
3 9 15
g. 4 10 16
5 11 17
6 12 18
Month | Sales Volume Morth| Sales Volume Month | Sales Volume
1 7 13
2 8 14
3 g 18
10. 4 10 1
) 11 17
& 12 18
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G. Initial Finance Plan

(1) Eguity Funds

(2) Term Loans

(3) InterestRate

%

(4) Repayment Interval

months

(8} Interestonly or Interest and Principal

(6) Principal repaid

(7) Overdraft Interest Rate

%
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APPENDIX 4
Sample Businesses

Sample data for single product program

A. Initial Data

Company Name (1)

Casms Deserl RBocle

Month to start trading? (2)

Yo (2D

Type of business? (3) - (legal forin)

Ses le Iracch

Analysis period? (4)  (monthis 1-18) § 3
Registered for VAT? (8) (Yesor No) Yes,
Firstyrionth VAT due? (6) \"333
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B. Fized Assets

5o oolao| = |lesoisgz 5o
BEES|EF |87 5 2Rk E 38 §
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ColBRN TRV B gEdlgle g 2
ITEM 52 [s12| T 5| B
Yo o < oin 8 e
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) & &) (4) (5) (8 I &) )] (10
1 Ller¥lbercin - mf S P f Lo
& i i o Py BE %} - g i )
2. SRt Mo hinl 1% 5 & £2¢6
P e 9] ; .
3. Culled and puncia — IBlisp I lees
Sy g A Floe O - 3
4, % e i‘ﬁ",b« §~f:ﬁg / . rgﬁf;& jf« {\ ﬁ»\“‘;}% i %% f \1":) '{? : § ”@Ej;@t&
g . T L I
5. Typewriled 20/ »“W%fi Gosly| = USLISP s gAY
Line e ERRIET | BN wy 4 e g ;s - 5 o
8. Desk 25/ #50 Gsh| - |15/] 5P 2 lfso
1lonpuler=prndad |20/ 15/ lGsh| = l1s/|s.P | fasy
8.
9.

0, Nefe

S Po= Single pougme i

1. Al A aavaunl s exelinde a7

12,

13.

15.

16.

17.

18,

19,

20.




C. Expenses

Amount (£)

)

First month
invoiced

@

e

P~

Numberof
payments ~ if
irregular

(6)

i

Frequencyof
nvoicing

5]

VAT rate (%)

4)

Creditterms
(days)

)]

@

Cashor
Credit

)

@

ITEM

(I

11

.
}

13,

14.

18.

16.

17

18.

19.
40.




D. Employees

Wage-related
costs (as % of wage)

®

TeTA

26,

Irregular payments

no. of payments, m I} ;
month, amount
Weekly or monthly = % WM
payment amowt (£) 7] s T
Payment interval
(weekly, monthly or &5
irregularly) M W
Other taxable
income (&) = 8
(if sole rader e w
of partner) =4l
Tax Allowance (L) wm i
(if sole trader &l 4 |
or pariner) 5
Sole Trader or = W%,. ;
4 .- 4W o s w
Partner (Y/N o
; S et
3
m £ M 3
Z T A
x| W
‘S| e
i od

Nebs : NiK Jdames 1o the ownel - so mclude.

4.

+ox allowemnc e and taxable  wncome. .

Meouthly

M

o= M&mm%{%

8.

10.

1L

12.

13.

14,

15.

18,

17.

18.

18,
20




13.
14.
18.
16.
17.
18.
19.
20.

Costs per unit (£) =
Arnount (£) )
First month o e .
invoiced =~ [ e A
Numberof
payments -~ if @ 4 i
irregular
Frequencyof o :
invoiging bt S
VAT rate (%) &
Gt i
0 | Credit Tenms =
=3 | bick
5 | (Pays)
°
o, | Cashor = x
@ | Credit = =
9 gt
&
o
» gy
/5]
|
N
: w
G = —
o i e
£
o /
3] !
@ S
E — od o =# w3 @ e o o3 m H m



Manth {4 Sales Volume 110) Month | Sales Volume (10) Month| Sales Volume (10)
I Mj 7 TZ.M«%? K‘;‘ 13 ' /
4 e 8 vES 14 ya
3 125 9 150 o 4
4 20 10 R 16
5 a2 @) i FL 17
3 il @i 12 [ &5t 18
Selling price perumt (11) (£ f (s
VAT rate orisales (12) (%) { % fﬁ
Percentage of credit sales {13) (%) z?””ﬁg‘"“; «“” :
Creditterms (14) (days) <203 Aexifs
G. Initial Finance Plan
(1) Equity Funds gff& LSEED
(2) Term Loans 2S00
(3) Interest Rate f @ %
(4) ‘Repayment Interval ﬁ%@“”& W%{ e
(5) - slnterest and Principal
(8) Principal repaid ”:} TS
(7)y Overdraft Interest Rate g’”i?:} 9

89




Sample data for multi product program

A, Initial Data

Company Name (1) Lo s

Month to start trading? (2)

Type of business?(3) (legalform)

Analysis period? (4)  (months 1-18)

Registered for VAT? (5)  {Yes or No)

Firstmonthi VAT due? (6)
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B. Fixed Assets

e o~ P e e
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12.
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Expenses

0

C

Amount(f)

®)

™,

First month
invoiced

D

Number of
payments - if
irregular

(8

Frequency of
mnvoicIn

)

&)

VAT rate (%)

4

Credit terms
(days)

3)

Cashor
Credst

)

(@

ITEM

1]




D. Employees

Wage-related
costs (as'% of wage)

o
es)
fmig

23/

237/

Irregular payments
no. of payments,
month, amount

o

Weekly or monthly
payment amournt (£)

8

Payment interval
(weekly, monthly.or
rregularly)

s,
pied

M 1E1so| -

M E 2S00 -

Other taxable
income (L)
(if sole trader
or pariner)

(4)

Tax Allowance (L)
(i sole trader
or pariner)

&)

Sole Trader or
Partner (Y/N)

()

NAME

S

. Duncan M@{f%

lin, Hulchs A

iy
£
U

S afesmait

L

3.

hntcian

Tec

4.

10.

38

12

13,

14,

18,

18.

17

18

18.

20.




- Multi Product

F. Direct Costs
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F. Direct Costs — Multi Product (ctd)

Product Month | Sales Volume Month| Sales Vélume Month | Sales Volume
Name | o 7 T 13 20
2 e 8 e 14 QAT
3 2 9 e 15 2D
L %Mamw sale s 4 ff 10 ij‘f:%f 15 20
5 e 11 P 17 PA
6 . 12 { 18 il
Month | :Sales Volume Month i Sales Volume Month | ‘Sales Volume
1 ) 7 15 13 25
2 ) 8 1% 14 Tl
3 s 9 g 15
2Sebtworecalss [ 2 10 :im 6 = %;
5 4] 11 PR 17 2%
6 s 12 ) 18 35
Month | Sales Volume Month | Sales Volume Month | Sales Volume
i ) 7 o 13 Pr e
2 3 8 15 14 2.5
. 3 & 9 i 5 18 B
3 Re foag s 4 = 19 e 16 )
5 e 11 B 17 20
6 By 12 D 18 ey
Month | Sales Volurme Month | ‘Sales Volume Month | Sales Volume
1 7 13
2 8 14
3 g 15
4. 4 10 16
5 1 17
£ 12 18
Month | Sales Volume Month | Sales Volume Month | Sales Volume
1 7 13
2 8 14
3 9 15
5. 4 10 16
5 11 17
& 12 18




APPENDIX 5§
Loading Procedures

A5.1 Spectrum Cassette Version

The Teaching Program 1§ on Cassette No.l-and the Applications Program
s on Cassette No. 2. Both programs load and atto run by typing LOAD "
and ENTER,

ASB.2 Spectrum Microdrive Version

The Teaching and Applications Programs both start on Cartridge ‘No. L
Simply insert Cartridge No.-1.in the Microdrive and key NEW ENTER RIN
ENTEE -An ophonto-run-the Teaching or Applications Program will then
soon appear on the screen. However, the program menu rouline may ask
you to ingsert Cartridge No. 2-inthe Microdrive to load certain: parts of the
program. Please obey the instructions which yvou see on the screen.

A5.3 Commodore 64 Cassette Version

The Teaching Program is on Cassette No. 1 and the Applications Program ison
Cassette No. 2. Both programs load and auto run simply by pressing SHIFT and
RIUN/STOP ot the same time,

Ab.4 Commodore 64 Disk Version

The Teaching Program operates by typing LOADYTEARCH 8
RETUEN, When the program-has loaded, & READY message will appear
on the-screen. You must then type W N and BETURN to operate the
program. The Applications Program ig loaded in the same way. Type
LOADTAPPLY", BRETURN and then B U N RETURN when the READY
message appears.

AB.5 BBC Model B Cassette Version

The Teaching Program is on Cassette No. 1 and the Applications Program
is on Cassette No, 2. Both programs load and auto run simply by typing
CHAITN"” and RETURN

Ab5.6 BBC Model B Disk Version

Lioad the teaching program by typing CHAIN"TE A CH " RETURN, and
the program will run automatically, Similarly, load the Applications
Program by typing CHAIN"APPLY " RETURN
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Glossary

Accounts, the financial records of the business. Also referred to as the
books.

Assets, anything which is owned by the business which has a measurable
value.

Balance Sheet, an itemised sumrmary of the assets and liabilities of 3
business at & particular date.

Books, see accounts.

Break Even Point, the point at which revenues equal costs; profits begin to
be made as revenues increase. beyond this point.

Business Plan, the document describing in detail how and why a business
will be started; used to support the raising of finance.

Capital Assets, see fixed assets.

Cash Flow, the analysis, over a period, of the cash coming into a business
and the cash going out

Contribution, the difference between thée selling price and the direct cost
of production; this "contributes” firstly to your fizxed costg and then, when
they are covered, 1o your profits.

Corporation Tax, the tax levied on the profits of a limited companyby the
Covernment.

Cost of Goods Sold (COGS), the expenditure attributable to producing the
goods you have actually sold in.a particular period; in-its simplest form
this is the same as direct costs,

Credit Terms, the length of time, ugually in days, ocourfing between
delivery of goods to a person or business and payment for them.
Creditor, a person of business to which a business owes money for goods
o1 services bought on credit terms.

Debtor, a person or business which owes your business money for goods
o1 serviceg sold on credit terms by yvou.

Depreciation, the rate at which vour fixed assets wear out.

Double Entry Book-keeping, the method of preparing accounts where
each transaction shows the source of funds as one entry and the use of
those funds as another.

Direct Costg, any cost, such as raw materials and packaging, which varies
"directly” with the number of goods being produced.

Equity, the amount of cash put into the business by its owners.
Expenses, any expenditure by the business which 18 not directly
attributable to the product,

Fizxed Assets, assets acquired for long term use in the business, such as
land, buildings, plant and equipment and vehicles.

Fizxed Costs, expenditure which remains the same irrespective of the
level of production; also known as overheads.
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Gross Profit, the difference between revenue and cost of goods sold in
any particular period, representing the total profit made from sales
before expenses are deducted; in its simplest form it is equivalent to
contribution.
Input Tax, the Value Added Tax which a registered business pays (and
can reclaim) on goods or services purchased for the use of the business,
Intended Trader, a discretionary classification from Customs & Excise
which -allows a business to obtain VAT registration when it is not yet
making taxable supplies but intends to do so.
Interest, the charge levied or paid on the lending of money.
Liabilities, those funds in a business which are owed to others.
Limited Company, a business with a legal identity of its own, separate
from the people who own it
Net Profit, see profit.
Output Tax, the Value Added Tax that a registered business charges its
customers. on the goods and services it sells, and which it pays ©
Customs & Excise,
Overdraft, a form of short term loan usually agreed up to a certain
amount; interest is paid on the amount outstanding, which is repayable on
demand.
Cverheads, see fixed costs.
Partnership, a business (which is not a Limited Company) carried on by
two or more people who intend to share the profits;
Profit, the excess of sales revenue over sales costs and expenses during
an accounting period; although earned by the business, it belongs 1o the
owners of the business; also known ag net profit;
Profit and Loss Account, a summary of the revenues and expenses of the
business during an accounting period.
Revenue, the income a business earns from its sales’ also known -as
turnover.
Sole Trader, a business in which a single person trades under his or her
oWl name.
Stock, the components of the product held by a business, including raw
materials, work in progiess and finished goods.
Term Loan (short, medium and long), loans for 0~3, 3-10 and 10-20 years
respectively, usually secured against a fixed assst, mterest is paid on the
total amount, which is usually not repayable until the end of the term.
Turnover, see revenue.
Value Added Tax (VAT) a charge levied by Customs & Excise on the
sale of most goods and services,
Variable Costs, see direct costs.
Working Capital, the capital used in the day to day rihning of the
business, calculated as the difference betwen current assets and current
liabilities,
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Work in Progress, the category of stock i a buginess on which the
conversion to finished goods has begun but is not yet complete.
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