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The Importance of Finance

The main factor behind the failure of many 
businesses is a lack of adequate finance 
during their first few months of trading.  If 
you want to improve the chances of your 
business flourishing, then sourcing 
adequate cash is essential.  This guide aims 
to help you locate the best available finance 
and to negotiate the best possible terms for 
your business.  

Advice for Financing Your 
Business

Before seeking any finance for your 
business, you should first conduct some 
research into your chosen market place and 
assess all the sources of finance available.  
You may want to seek some external 
advice, especially given the wide range of 
both private and public funding sources 
available.  A private consultant, accountant 
or business adviser will be able to help you 
with this.  

A Business Plan is an essential document if 
you want to convince people to help finance 
your business.  A Business Plan helps you 
to outline your proposal, provides evidence 
for why the business will be a success and 
demonstrates your commitment to the 
concept.  The plan should justify the amount 
of finance you seek and demonstrate your 
repayment plan.  

Undertaking business related courses to 
improve your skills will help to both increase 
the chances of your business becoming a 
success and increase confidence amongst 
potential financiers.  There is a vast array of 
support available, through organisations like 
the Chartered Institute of Marketing and 
Business Link.  
 
When looking for public sector support and 
grants, ensure that you are eligible before 
putting   time  and  effort   into  applying  for

support.  Public sector organisations tend to 
require large amounts of information and put 
you through rigorous application 
procedures, which will take time away from 
running your business.  

Sources of Finance

Personal savings, credit cards and 
informal loans from friends and family: 

These sources of finance offer you the 
opportunity to raise finance without going 
through formal institutions, such as banks or 
venture capitalists.  This will be a much 
simpler process but may expose you to 
greater risk, especially with credit cards, 
which are a very expensive form of finance.  
Borrowing from friends and family may offer 
you finance on preferential terms, such as 
interest free loans or flexible repayment.  
The main thing to consider is how you will 
cope if the business fails and you cannot 
repay people you have a personal 
relationship with.  

Banks: 

Banks can lend your business money 
through a commercial loan or by creating an 
overdraft facility.  An overdraft is useful for 
helping   you   to   manage   your  cashflow,



ensuring that even if your business runs out 
of cash, you will still be able to pay your 
creditors in the short-term.  Different banks 
will offer you different interest rates and it 
may be worth shopping around to find the 
best deal.  It is important to remember that 
other banking services are also important 
and should be considered.   

A commercial loan will provide you with the 
working capital you need to establish your 
business.  It is essential to produce accurate 
profit and loss and cashflow forecasts 
before deciding how much to borrow.  
Asking for too little may result in the 
business failing early on, whereas seeking 
too much will deter banks from lending at all.  
Most banks will seek a level of ‘gearing’ from 
you.  This refers to the commitment you 
make to the financing of the business.  Most 
banks will look for you to provide between 
one-third and one-half of the total finance for 
the project.  

Private equity investors: 

Private equity means selling a stake in your 
business in return for an initial investment.  
Private equity can be provided by friends, 
family members or commercial 
organisations, such as Venture Capitalists 
and Business Angels.  Venture Capitalists 
are often not a viable option for most small 
businesses, as they often only consider 
investments greater than £1 million.  If you 
would like more information, please visit The 
British Private Equity and Venture Capital 
Association (www.bvca.co.uk).  Business 
Angels offer a much better proposition for 
micro and small businesses.  They focus on 
new and growing businesses and often look 
to invest between £10,000 and £100,000.  
The British Business Angels Associations 
(www.bbaa.org.uk) helps to match Business 
Angels with small firms looking for 
investment.

How to Create Financial 
Forecasts

There are a number of templates and guides 
available on the internet that can help you to 
produce forecasts for your cashflow, profit & 
loss and balance sheet.  Before creating 
your forecasts, first you need to think about 
a few different issues.

What will your sales be like?  

It is important to put together realistic 
forecasts of what your sales will be for the 
first three years of operation.  Accurate 
forecasts can only be made by conducting 
research into the market and location where 
you plan to trade.  Try to be conservative 
and to ensure that you can justify your 
claims.  Any new orders, expressions of 
interest or past sales will help to build your 
case.  

What are your direct costs likely to be?  

To understand fully how much finance you 
need to start your business, it is essential to 
know how much gross profit you will raise 
from your early sales.  Turnover of £10,000 
per month may look strong on paper, but 
high direct costs will reduce this and prevent 
you from quickly repaying your start-up 
costs.  Try to work out what it will cost to 
manufacture or deliver your products and 
services.  Remember  that  direct  costs are



those associated with each sale.  Try to 
think about what costs would be associated 
with one more sale.  This will help you to 
distinguish between direct costs and 
overheads.

What are your overheads?  

Overheads include costs such as rent, 
business rates, salaries and an internet 
connection.  These have to be paid 
regardless of whether you make any sales.  
It is these costs that are likely to damage 
your cash flow, making it essential to 
forecast them accurately and ensure that 
you have sufficient working capital to cover 
them in the early months of trading.  

Other things to consider include the 
payment terms you will have with your 
customers and with your creditors.  Some 
costs will not need to be paid straight away, 
with 30 days being a standard credit term.  
Others, such as wages, must be paid 
straight away.  When forecasting your 
cashflow, it is essential to take the payment 
term into account.  Whether items need to 
include VAT is another important 
consideration.

To create your financial forecasts will 
require some software and a significant 
amount of patience.  You can create 
forecasts using Microsoft Excel, although 
this can be very time consuming.  
Professional  software,  such  as  Sage Win

Forecast, allows you to enter your figures 
and will produce accurate forecasts in a 
matter of seconds.  However, this 
equipment is very expensive.  Probably the 
best option for most start-up businesses is 
some free software or templates, which are 
available from banks and support 
organisations, such as the Business Link. 

Approaching Investors and 
Pitching for Finance

When planning your pitch, it is important to 
stick to a number of fundamental principles, 
which will ensure that you cover the right 
areas and keep your audience interested 
throughout.

1. Ensure that your pitch is no longer 
than 20 minutes.

2. You must outline ‘the problem’ that 
your prospective customers face and 
how your business offers ‘the 
solution’.

3. Be sure to talk about what 
differentiates you from the 
competition.

4. Investors are going to be very 
interested in your own skills and 
experience.  Talk about similar 
ventures or times when you have 
been successful in a similar industry.  
Try to only talk about things that are 
relevant to the company or which 
make you stand out.  

5. Tell them about the business’ current 
status and the short, medium and 
long-term objectives.  

6. Provide a summary and a ‘call to 
action’, explaining why they should 
invest in you.  

Approaching investors can be difficult.  
Nearly all banks, Business Angels and 
private investors will require a Business 
Plan before they consider making an 
investment in your company.  You can write



this yourself or seek support from a 
business planning consultant.  VC 
Consulting offer a package that allows you 
to write as much of the plan as you are 
comfortable with, while receiving support for 
areas such as strategy and financial 
forecasting.  This means you can produce a 
professional and effective business plan, at 
a cost to suit your budget.  Please contact us 
if you would like more information.  

Useful Links

The Chartered Institute of Management 
Accountants
26 Chapter Street
London
SW1P 4NP
Tel: 020 8849 2251 
www.cimaglobal.com

The British Private Equity & Venture 
Capital Association
3 Clements Inn
London
WC2A 2AZ
Tel: 020 7025 2950
www.bvca.co.uk

The British Business Angels Association
20 St Thomas Street
London
SE1 9RS
Tel: 020 7089 2305
www.bbaa.org.uk

The National Federation of Enterprise 
Agencies
12 Stephenson Court
Priory Business Park
Bedford
MK44 3WJ
Tel: 01234 831 623
www.nfea.com

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

 


