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VC Guide to Financial Control

Controlling the financial position of your
business comes down to understanding
three things. These are your Profit and Loss
account, Cashflow and Balance Sheet.
Once you understand these three pieces of
information, it is then possible to budget
effectively and prevent financial problems
from occurring without you realising. The
purpose of this guide is to show you which
pieces of financial information are key to the
operation of your business, and how you
can use this information to prevent problems
and sustain growth.

Balance Sheet

The Balance Sheet provides a summary of
the value of your business at a specific point
in time. This means adding together the
value of all the capital in your business with
money owed to you, and taking away all the
money that the company owes. This gives
you your net assets, and helps to show you
whether your business is viable as a going
concern.

The Balance Sheet often shows a different
picture to your Profit and Loss account. A
business can be operating with a solid profit,
but be on the verge of collapse because it
owes large sums to creditors, which will not
be covered by the Profit and Loss reserve.
The opposite can also be the case, where
poor profitability is covered by a high net
asset value that allows the business to carry
on trading for some time.

Below provides an example of a standard
Balance Sheet. This begins by
demonstrating the top half of the Balance
sheet, which shows the company’s net
assets:

Fixed Assets (A) £000s
Tangible Assets
Equipment 50
Buildings 105
Total 155

Current Assets (B)
Stock & Work in Progress 15

Trade Debtors 30
Cash at Bank 10
Total 55

Current Liabilities (C)

Trade Creditors 14
Other Creditors 9

Loans 18
Total 51

Net Current Assets
B-C 4

Total Assets minus Current Liabilities (D)
A+B-C 159

Long Term Liabilities (E)
(falling due after 1 year) 110

Net Assets
D-E 49

To complete the Balance Sheet we need to
include the bottom half. The bottom half
shows the capital and reserves. This should
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equal the net assets:

Capital and Reserves

Owners Capital 30
Retained Capital 19
Net Worth 49

Profit and Loss Account

A Profit and Loss account is essential for all
businesses, from sole traders to large multi-
nationals. This provides a summary of all
the income generated over a certain period
and the costs paid over that same time.

Monitoring the Profit and Loss Account will
help you to understand how your business is
performing. On a monthly basis you will be
able to see whether your sales are
increasing and how your costs vary. You
can also assess the actual performance of
the business against your forecasts, to see
any key departures. This will help you to
deal with problems quickly, preventing them
from spiraling out of control. You can also
compare this years performance with that of
previous ones, gauging trends in sales,
direct costs and overheads.

Below is an example of a simple Profit and
Loss account:

Sales Turnover 300,000
Direct Costs 180,000
Gross Profit 120,000
Overheads 60,000
Interest 5,000
Depreciation 5,000
Net Profit 50,000

Cash Flow

Cash flow is the primary reason why many
businesses fail. A company can only
continue to trade if it is able to pay its
creditors, otherwise it will not be able to buy
new materials or pay staff. Healthy profit
and a strong balance sheet are meaningless
if the company cannot recoup money from
its debtors. This guide aims to help you to
reduce the risk of running out of cash by
following a few simple guidelines.

Adopt tight credit control procedures:

This will help to prevent delays in payment
from damaging your cash flow. You should
only offer credit to approved customers,
which will help to reduce the risk of late
payments. It is also essential to keep track
of when payments are due and to dispatch
invoices straight away, so as to avoid adding
to any delays.

Offer incentives for early payment:

A small discount will help to encourage
debtors to pay quickly. Something in the
region of two to five per cent for payment
within one or two weeks should be sufficient.

Debtor Finance:

Invoice Debtors and Factoring Service
providers can offer you an advance set




against the value of an invoice. This will
usually be between 80 and 85 per cent and
can be obtained as soon as the invoice is
raised. You must pay interest on the loan
and there is likely to be other charges
included.

Set up a bank overdratft facility:

This will allow you to borrow money quickly
when you need it. You will have to pay
interest straight away and banks will only
offer you a limited amount of finance. If you
find yourself perpetually in your overdraft
then you may want to consider increasing
your working capital.

How to forecast cash flow

Forecasting cashflow is the most difficult
aspect of financial control covered in this
guide. If you follow the simple tips included
here you should still be able to produce
accurate forecasts, which will prove
invaluable in helping you run your business.

Start by gathering together records of all
your sales invoices and invoiced costs.
Then look for other receipts, such as loan
capital, and other payments, such as
overdraft interest. Now you need to find out
what the credit terms are for each item in
amongst your receipts and payments.
These will vary depending on the nature of
the item, which will have a dramatic impact

on your cash flow position. To produce
forecasts you will need to look at your past
results and extrapolate forwards, usually for
three years. Your forecasts need to be
linked to realistic assumptions if they are to
be credible. Do not claim that sales invoices
will increase by 50 per cent over the next
year if they have been in decline previously.
You can now enter this information into
financial forecasting software, which will
produce a set of forecasts for your opening
and closing bank position. Any negative
periods will show you where the business
will run into trouble. The depth of the short
fall shows you how much additional working
capital the business will need to cover that
period. Try to be conservative with your
figures and include a certain level of risk, as
the actual cash flow may differ significantly
from your forecast.

Controlling Costs

It is essential to follow each of your costs
closely, through recording purchase
invoices into your accounting system. This
will help you to monitor each cost and see
how they change over time and whether any
savings can be made. You should aim to
review your costs on a regular basis and
make sure that you are sticking to your
spending budgets, noting any departures
and looking to rectify them quickly.

You will be able to help control your costs by
reviewing each and asking yourself the
following questions:

Is it necessary?

Can it be made with cheaper materials?
Can it be obtained from a cheaper source?
Can it be simplified?

Can the business use less of it?

Can the business use it more efficiently?




How to Forecast Sales

When you look to make sales forecasts, it is
essential to make sure that you can support
these with hard evidence. Sales forecasts
will form the main argument when you look
to raise finance or sell the business. There
are a few key questions you should think
about:

How many new customers have you had
over the past few years?

How many customers have you lost during
this same period?

Is there any seasonal variation in your past
sales?

What are the average sales you receive
from each customer?

Have these increased or decreased?

When you come to make the forecasts, you
need to provide as much supporting
evidence as you can to ensure that the
numbers are credible. Past sales are the
best evidence but you should also consider
economic conditions and market research.
You need to make assumptions about how
many new clients you will get and what level
of sales you will receive from existing
customers.

One common problem that many
businesses fall into when making sales
forecasts is being too optimistic about their
capacity and the speed of their growth. The
forecast must be realistic if it is going to be
seen as credible. Investors will also want to
see that you have stuck to the specified set
of assumptions and that there are definite
timelines in place, with a set of sales targets
and action plan for meeting them.

About VC Consulting

VC Consulting is a full-service business
consultancy firm based in Birmingham. The
company specialises in providing support to
pre-start, start-up and micro businesses, in
the areas of finance, marketing and
business planning. VC Consulting aim to
offer cost-effective support, where we will
facilitate you with all the resources you need
to make a success of your business.

If you would like more information about how
we can help please contact us at:

VC Consulting
Branston Court
Branston Street
Birmingham

B18 6BA

Tel: 0121 551 2555
Fax: 0121 551 2141

www.vc-consulting.co.uk




