What you need to learn

8.3 Financial Resources

Finance underpins the ability of any business to develop. You will need to consider: 

· sources of finance 

· start-up budget and working capital requirements 

· forecasts for cash flow and break-even 

· projected profit and loss accounts 

· start-up balance sheets. 

The emphasis here will be on the realism of the suggested finances, bearing in mind that the intention is to develop and sustain the idea over a period of time. There must, therefore, be a consideration of how the business might look in, say, three years' time. 

Learners will need to understand the use of financial information to assess and evaluate the likely success (or otherwise) of their idea. 

Guidance will be needed to locate possible sources of finance for the proposed development and a realistic budget, projected cash flow forecast and break-even analysis will also be necessary. 

The costing already carried out in 8.2 should provide a basis for forecasting these. 

Information gathered from the market analysis, together with some logical reasoning, will give rise to probable trading and profit and loss accounts and a balance sheet. 

It may be useful to suggest a proforma-style spreadsheet approach (using appropriate formulae) to the cash flow that will allow for some changes to be incorporated to the figures produced and enhance any evaluation carried out as below.

Sources of Finance

Probably the most important section of any business plan is the area concerning finance, and, more importantly, where it is coming from.

There are many key questions that need to be answered including:

· How much do you need?

· Where is it coming from?

· What cost is involved to get the finance?

· How much do we need for day to day needs?

· Which figures to use for the start up budget

· Completing a cash flow forecast

· Completing a profit and loss forecast

· Completing a balance sheet

Why is this so important?
When a business is trying to collect money together, it is often very difficult for a new business to convince investors that they are to be trusted.  Banks may see the project as too risky (they may not get their loan back) or other investors may not forecast a large return.  Nonetheless, it is important for a company to make sure that they have the correct sources of finance available.

There are many key questions that should be answered:

· What costs are involved with the finance options

· What is our legal status (why is this important?)

· What are we going to use these for?

· Are we going to lose control of our business?

Long term and Short term financing
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In reality, the money used by a business is likely to come from a number of sources and not just one.

Where is the money going to come from for your business?

Have you checked out the costs?
Raising start up budgets

Why is it so important to ‘have a pot of money’ available when you are starting your business?  

What are some of the costs involved that you will need to pay for before your business opens?

What can often happen when you start up a business and you have some money available?

Start up budget and working capital requirements

For any business, probably the one thing that they all want….they all have to manage and look after, is money.  When a business is starting off, they have big ideas about the amount of money that they are going to make from the project.

Working capital is the difference between TOTAL CURRENT ASSETS minus TOTAL CURRENT LIABILITIES.  You will come to learn more about these at the beginning of next week.

When have we completed a cashflow forecast before?

In Unit 2 (tasks 5 and 6) you completed a cash flow forecast.  This level of forecast is fine for this unit.

However, you will have to make this cash flow forecast yourself in Excel.

To begin with, try to remember the outline:
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Now, you need to learn how to make one of these in Excel.

Cash Inflows

List the cash inflows for your business and their regularity:

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


Cash Outflows

List the cash outflows for your business and their regularity:

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


