start-up 101

Managing
your finances
An essential guide to
managing cashflow, making
more money, chasing payment
and understanding the benefits
of being a VAT business.

Together with:

Starting a business may be simpler than
ever, but managing the finances of your new
company remains a challenge.
Without an accounting qualification the idea
of budgeting, invoicing, and making sure
more money comes in than flows out each
month, can be anathema to business owners
with no prior experience.
The good news is there are solutions to
make life easier, such as outsourcing some
of the burden to an accountant and using
cloud-based accounting software, but that
shouldn’t mean you opt-out entirely. It’s
important to grasp the basics of cashflow,
techniques to manage your accounts, how
to drum up more business, and the ways in
which you can chase payment.
Additionally, becoming a VAT-registered
company could be beneficial before it
becomes compulsory. It will have a direct
impact on your customers and the suppliers
you buy from – and therefore managing your
finances, which we explore below.
All of this is why Sage created this Start-up
101 series, a collection of eBooks to guide and
inform you, and make life as a start-up that
much easier. To read the first in the series –
Start-up 101: Setting up your company – click
here.
We hope you find it useful, and do check out
the rest of the series.

Start-up 101: setting up
your company

start-up 101: Building
a winning team

start-up 101: Making
the most of the cloud

Together with:
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Get on top
of cashflow

The principles of good cashflow management
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What is cashflow?
As any small business owner or
adviser will tell you, cash is king.
It’s a well-known saying but what
exactly does it mean?

Businesses
check their
cashflow...
85% daily
53% weekly

Put simply, businesses go bust
in the long term through
lack of profit, but in the
short term, they fail
because they don’t
have enough cash
to pay their bills.
Cashflow is the
life supply of any
business – more
firms go under
because of cashflow
problems than
anything else.

The principles of good
cashflow management are
straightforward. First, you’ve got
to make sure you’ve got more
money coming in than going out.
Money also needs to come in on
time, so you can pay suppliers
and invest in new stock. Having
access to cash also gives you
better buying and negotiating
power, which could save you
money long-term. Anticipating
any shortfalls in funds is
important too, as this allows you
to make contingency cashflow
plans such as extending credit.
Managing money and cashflow
are critical for small firms but if
you can get the basics right, you’ll
be in a strong position.
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Ways to stay
on top of your
cashflow
10 steps to stay ahead and in
control of your finances
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1. Credit control
Setting up a good credit control system needn’t
be complicated – it’s really all about getting
paid as soon as possible – but it’s essential
to put some procedures in place. The basics
include setting clear credit limits and payment
terms for your customers, sending out invoices
promptly and firmly chasing all debts when
due. You should also stay on top of customer
payments and be quick to stop offering credit
to bad payers.

2. Sales forecasting
Put simply, sales forecasting is all about
predicting what’s ahead so you can prepare for
cashflow peaks and troughs. As soon as you
have a month’s sales behind you, you can start
forecasting cashflow – using your market
knowledge, think about your pricing,
the level of competition, the state of
the economy and so on, to work
out demand. Remember it’s
better to be overly cautious
than optimistic – that way,
you’ll hopefully avoid nasty
surprises.

“Remember
it’s better
to be overly
cautious than
optimistic”

3. Cutting
unnecessary costs
and spend

When it comes to preserving
cashflow, think lean and mean.
Scrutinise every item you buy,
know exactly where your cash is
going and always get value for money.
Work out what you really need, too – those
office pot plants might look nice but they won’t
grow your business.
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4. Negotiating good terms with suppliers
It’s always worth investigating to see if you can extend payment terms with
suppliers. After all, if you can settle your bill in 60 days or even 90 days rather than
30, you get to hold on to your money for longer and this helps regulate cashflow
in a business. If you’re thinking about making a big order, don’t miss the chance to
negotiate – could you set up a regular payment plan for example rather than paying
off outstanding amounts in one go?

5. Managing stock
Monitoring stock closely and only ordering what you need is essential to avoid
outlaying unnecessary cash. Work out what sells quickly and profitably in order to
keep income steady and make sure you’re not tying up funds in slow moving items
that are difficult to shift. If you’re looking for a quick cash injection, try selling off old
or outdated stock at a cheaper price.

6. Don’t tie up cash
If you’ve got orders coming in, it’s always tempting to buy the latest equipment
or splash out on impressive new kit. But think wisely before splurging on
excessive purchases and try to hold on to liquid cash. If you’re buying assets
like computers, ask if the supplier will offer a finance deal over a year or consider
taking out an overdraft.
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7. Keep on good terms with lenders
Times might be tight and it’s harder to get a loan than it used to be but it still pays
to keep on the right side of the bank. Always keep your books up to date so you
can show your figures, just in case you need to borrow – and don’t forget, if you’re
struggling with repayments, talk to your lender rather than burying your head in
the sand about the debt.

8. Invoice discounting
It won’t suit every business model but
one way to regulate cashflow is to use
invoice discounting, where a third party
‘buys’ your invoice and releases cash
based on its value. If you’re growing, it
can be a good option and some lenders
will give you up to 90% of the invoice
amount. Fees can be high however
so always shop around – it’s a very
competitive market.

9. Spotting the warning signs
A drop in turnover, customers taking
longer to pay, incurring late penalties
from HMRC and being forced to settle
supplier invoices later than usual –
these are all classic signs that your
cashflow is suffering. Don’t ignore the
warnings – it’s generally easier to work
out ways to increase working capital
before you’ve built up a lot of debt.

10. Being realistic about your business
Sometimes you need to take a step back to see things clearly and running a
business is no different. If you’re always struggling and your cashflow statement
is poor, ask yourself why. Are your sales too low? Are your products poorly priced?
Can you chase payment more quickly? Be level-headed about your venture and its
future – if you’re not making a profit, you might need to rethink things.
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Start-up
success story
Cashflow rules to live by

Three small
businesses share
how they’ve
learnt to manage
cashflow
successfully
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Magic Whiteboard
Founded by Neil and Laura Westwood in 2006, Magic Whiteboard enjoys sales
of £1.2m across 20 countries.
The company’s success was initially driven by sales of an innovative ‘whiteboard
on a roll’, but has since developed a range of other products.
Westwood has always placed a high priority on cashflow management. On
the “money out” side of the equation, the company’s philosophy is to pay bills
immediately. “We don’t like to get things in a mess,” says Westwood. “So we pay
all our bills straight away.”
On the other side of that coin, the company takes a proactive line on ensuring
that it too gets paid on time. “We do extend credit and at any one time there is
an average of 150 companies that owe us money,” he adds.
Magic Whiteboard’s cashflow management rules

• Pay bills straight away
•C
 hase invoices two
weeks after sending
•S
 end a reminder after
30 days
•A
 sk new customers
to pay in advance if
debtors book is above
‘normal’ levels
•K
 eep key figures
visible – outstanding
debts, who has
paid, and when

“On the money out side of the
equation, the company’s philosophy
is to pay bills immediately.”
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Blue Eyed Sun
Launched by Jo and Jeremy Corner from a bedsit in Brighton in 2000, Blue Eyed
Sun has established itself as one of Britain’s leading providers of handmade
greetings cards.
Initially the cards were created on a small scale, with Jo firing glass enamel on
copper on a hobby kiln in their home. The business, which also owns wedding
stationery brand Ivy Ellen, began to gain real traction when they took on sales
agents across the UK and now ships to 16 countries worldwide.
Jeremy Corner stresses the importance of cashflow management. “I still track
cashflow every month.” Blue Eyed Sun is a seasonal business and enjoys sales
spikes in September, October and January. As such an important aspect of
the cash management process is careful planning to ensure there is money
available when required right through the year.
Blue Eyed Sun’s cashflow management rules
• Track cashflow every month
• Use good controls to gain the bank’s trust to borrow for growth
• Plan for seasonal spikes by leaving cash in the business
• Use solicitors to threaten legal action for slow payers
• Monitor debtors and don’t ship additional orders from a customer until
bills are paid
12
start-up 101: Managing your finances

Sookio
Based in Cambridge, Sookio is a digital agency, currently specialising in content
creation, training and strategy.
The company has successfully built an impressive portfolio of customers,
including Toshiba, the Drinkaware campaign, the University of Cambridge and
Government Digital Services. Meanwhile, it also works with many of the local
companies within the Cambridge technology cluster.
Sue Keogh says she learned very quickly about the importance of cashflow. On a
day-to-day basis, she says cashflow management is largely about getting people
to stick to payment terms and settle invoices within the agreed timeframe.
There are ways and means to speed up payment. “We try, where possible, to
invoice for a percentage at the start of the project, then break it down so at least
we can stagger the payment a bit,” she says.

“Cashflow management is largely
about getting people to stick to
payment terms and settle invoices
within the agreed timeframe.”
Sookio’s cashflow
management rules
•C
 hase invoices early
• I nvoice for a
percentage of the fee
upfront
•C
 ommunicate with
the bookkeeper
regularly
•C
 heck the bank
account daily
•G
 et good accountancy
software
13
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How to make
more money
Increase sales through
customer feedback

It’s common knowledge that
your existing customers are
one of the most valuable
assets of your business. After
all, they’ve already found
you, chosen you over your
competitors and are familiar
with your products or services.
It’s also cheaper and easier
to keep their custom than it
is to set out to attract new
buyers through direct sales or
marketing campaigns.
Existing customers can be
highly valuable when it comes
to increasing sales. So how
can you tap in to your client
base to sell more?
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Gather customer feedback
People who have bought from you are
often the best judge as to what sells
well and why, and from there, you can
work out your most effective sales
strategy. By unearthing what your
customers need and when, you can
also predict demand. Try following up
sales with a courtesy call or carry out
a brief customer service questionnaire
to get customer feedback.

Don’t overlook social
media sites
These can be a cost-effective way to
gather opinion from customers. Sound
out new products or services with
your followers on Twitter or Facebook,
or check out competitor activity. If
your trade or business organisation
has an online forum, consider starting
a discussion or thread to get feedback.

Exploit cross-selling and upselling opportunities
Reach out to your existing clients
by increasing either the range or
the value of what you sell. If you
sell online, use your website and
email marketing campaigns to
make recommendations based on
customers’ buying habits.

Sent email alerts
Alerting customers on your database
through emails or newsletters when
new, improved or related products or
services become available is another
way of increasing sales.

Cater to your most
valuable customers
Work out what your most valuable
customers – the high spending ones
– really want from you. To encourage
orders, you could offer discounts
or special promotions on further
purchases.

Drum up referrals
You could also try to attract new
customers through referrals – usually
a highly reliable way to bring in new
business – by giving a special discount
to buyers who recommend your
business to others.
Remember, no customer likes to be
overly-badgered with sales pitches,
particularly if the product or service
doesn’t meet their needs. Your
marketing and sales campaigns need
to be accurately targeted otherwise
your customers could lose their trust
in you and this could jeopardise the
buying relationship. Your aim is to
build a solid long-term association,
not chase one-off profits.

55% of small
businesses looking
to grow in next
12 months
Source: FSB Q3 Small
Business Index (SBI)
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The best way
to ask for
payment
Expert and business psychologist
Mike Guttridge gives his best tips
on getting paid

British SMEs
were owed
£67.4bn in unpaid
invoices last year
Source: ABFA (Asset Based
Finance Association)

Top 5 reasons for late payment
1. Suppliers changing terms and conditions
2. Customers withholding funds to check quality of work
3. Customers demanding payment discount not agrees
at the outset
4. Suppliers with drawing credit without any notice
5. Customers withholding payment to question quality
of work or delivery times
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When you’re chasing an unpaid bill, you’ve got to
state clearly what you want to happen. Make
sure the client understands your point of
view. Explain that you invoiced 30 days
ago, the amount is now overdue and you
expect to get paid by the end of the
week.
Be nice, stay calm but don’t be a
walkover. Certain clients will push you
to the back of the queue if they think
you’ll put up with it. It’s about being
clear on your goal.

Nearly two thirds
of businesses (60%)
are waiting 60 days
or more to receive
payments
Source: Sage

Keep reiterating the facts, including when
you invoiced them and your payment terms.
And always get your facts right. If you sketch
over the details – or worse, get them wrong – you’ll
lose credibility and it’s easier for the client to ignore you.

•M
 ake personal contact with the person who
employed you. It’s much harder to brush off somebody
you’ve worked with or built a relationship with in the
past. Ask if they can pull strings with the finance
department or have a word with the boss.
•B
 e persistent. Make regular phone calls. Suggest a
meeting. Get in touch - often.
• If you have to deal with the accounts department,
be personable. Find out the person’s name and try
to understand their point of view. Do they only pay
on certain days? Is the company struggling? Treat
everyone with respect, including the most junior
assistant - it pays off.
•A
 lways use red ink on your reminder invoices. Red is
known to command attention.
•G
 et a special rubber stamp with your company name
on it. Resend your invoice with ‘overdue’ stamped right
across the page, preferably in bright red. Be bold!
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VAT for small
businesses
A quick and easy guide to VAT
– what it is, how to register, the
different schemes and more

“VAT is
collected on
behalf of HMRC
by registered
businesses”
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What is VAT?
VAT, or Value Added Tax, is a tax that is charged
on most goods and services that VAT registered
businesses provide in the UK.
Unlike other taxes, VAT is collected on behalf of
HMRC by registered businesses. Once you’re
registered for VAT, you must charge the applicable
rate of VAT on any services you provide, or products
you sell.
There are three VAT rates currently – the standard
rate (20%), a reduced rate (5%), and zero rate. Some
items are completely exempt from VAT.
If your business turns over more than £82,000 over
a 12-month period (or if you expect to turnover that
amount over the next 30 days), then you will need to
register for VAT.
Even if you fall below the VAT threshold, there may
be benefits of registering voluntarily – it may be that
in your industry, being VAT registered adds a more
professional touch, or if you make a lot of purchases,
you may be able to reclaim the value of VAT on these
items.
Each quarter, all businesses that are VAT registered
must account for all the VAT they have charged to
others, or paid out to suppliers and since 1 April 2012,
all businesses are now required to submit their VAT
returns online.

Registering for VAT
If you’re a business and the goods or services you
provide count as what’s known as ‘taxable supplies’
you may have to register for VAT. Here’s how:
See previous ebook!
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VAT schemes
explained
When you become VAT registered you’ll
be assigned to Standard VAT Accounting;
however, there are other schemes available,
depending on your business’ turnover.
It may be beneficial to use one of these
schemes, depending on the specific
circumstances of your business.

Standard VAT Accounting
This is the default scheme you will be
assigned to unless you state otherwise, it is
known as the Standard VAT scheme.
On this scheme you are able to reclaim VAT
at the point an invoice is received from your
supplier, for example, before you’ve actually
paid the money. You’ll also be liable for
the VAT on sales at the point you send an
invoice to your customer (even before you’ve
received the money from them). This means
if a customer doesn’t pay the money, you’ll
need to account for the ‘bad debt’, once the
invoice has been outstanding for six months.
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Flat Rate Scheme
The Flat Rate Scheme is designed to help small businesses reduce the amount
of time they spend accounting for VAT. Using this scheme you don’t have to
calculate the VAT on each and every transaction.
Instead, you simply pay a flat rate percentage of your turnover as VAT.
Who is eligible?
You can apply to HMRC to use this scheme if your VAT taxable turnover (excluding
VAT) is less than £150,000.
What are the advantages of this scheme?
• Record keeping is easier with fewer rules to follow
• You can be confident of how much you will need to pay
The percentage is less than the standard VAT rate because it takes into account
the fact that you’re not reclaiming VAT on your purchases. There’s a range of
flat rate percentages; the one you use depends on your trade sector. HMRC will
advise you of the rate applicable to your business when you register.
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Annual Accounting Scheme
Using this scheme, you pay the VAT owed throughout the year in nine monthly
or three quarterly instalments. These instalments are based on the VAT you paid
in the previous year. If you have been trading for less than a year, the instalments
are based on an estimate of your VAT liability.
Who is eligible?
You can use this scheme if your estimated VAT taxable turnover is not more than
£1.35m.
What are the advantages of this scheme?
• Less paperwork involved because you only need to complete one annual return
• It can make it easier to manage your cashflow
• You can make additional payments as and when you wish

Cash Accounting Scheme
Usually VAT is payable when an invoice is issued. Using the Cash Accounting
Scheme, you don’t need to pay VAT until your customer has paid you, but, you
will also need to consider that you can’t reclaim VAT on your purchases until you
have paid for them.
Who is eligible?
You can use this scheme if your estimated VAT taxable turnover is not
more than £1.35m.
What are the advantages of this scheme?
• It’s good for cashflow especially if your customers are slow to pay
• It’s even more useful if you have bad debts
• You don’t pay the VAT if your customer never pays you
For more information about the different schemes visit:
hmrc.gov.uk/vat/start/ schemes/basics.htm
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Submitting VAT
If you’re VAT registered you’ll need to submit a VAT
Return at regular intervals, usually every three months.
This period of time is known as your ‘accounting period.’

The return shows:
• The VAT you’ve charged on your sales to your
customers in the period – known as output tax
• The VAT you’ve paid on your purchases to your
suppliers in the period – known as input tax
• If the output tax is more than the input tax,
for example, if you have sold more than you’ve
bought; you pay the difference to HMRC.
• If the input tax is more than your output tax, for
example, if you have bought more than you’ve
sold; you claim the difference back from HMRC.
• You must send a VAT Return even if you have a
nil return (no VAT to pay or reclaim)
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Using accountants
or agents

“All VAT
returns must
be sent
online”

You can authorise an agent or your
accountant to submit your VAT
return on your behalf. This is done via
your VAT online account, and must
be completed before the return is
submitted for you.
You must pay VAT to HMRC
electronically with the vast majority
doing so via direct debit. Remember,
although it’s ‘your’ VAT return, it isn’t
your money that you are paying to
HMRC, it’s the tax you’ve collected
from your customers minus the tax
you’ve paid to your suppliers.

Sending the return
All VAT returns must be sent online.
As part of the VAT registration process
a VAT online account (or Government
Gateway account) is created. There
are a number of alternative methods
available to complete the online
submission process:
HMRC’s free online service Log in to
your VAT online account at online.
hmrc.gov.uk and manually enter the
values.
Software you can buy (e.g. Sage
Accounts) HMRC has a list of
approved software you can use to
send your VAT Return directly to
the Gateway. Using this method
the values from the software are
transmitted directly to your VAT online
account, with no need to manually
enter values.
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Staying compliant

• Your business name and address

Keeping VAT records You must keep
VAT records for at least six years. You
can keep them on paper, electronically
or in software. Records must be
accurate, complete and easy to
access.

• Your VAT number

If you’ve lost a VAT invoice you can’t
rely on a photocopy. Ask the supplier
for a duplicate (marked ‘duplicate’).
You must keep a separate record of
the VAT you charge and the VAT you
pay on your purchases. This record is
called a ‘VAT account’. There aren’t any
rules on what a VAT account should
look like, but it must show:
• Your total VAT sales
• Your total VAT purchases
• The VAT you owe HMRC
• The VAT you can reclaim from HMRC

• Date
• T
 he tax point (or ‘time of supply’) if
this is different from the invoice date
• C
 ustomer’s name or trading name,
and address
• Description of the goods or services
• Total amount excluding VAT
• Total amount of VAT
• Price per item, excluding VAT
• Quantity of each type of item
• Rate of any discount per item
• R
 ate of VAT charged per item - if an
item is exempt or zero-rated make
clear no VAT on these items.
• S
 how the total of these values
separately

• I f your business uses the VAT
Flat Rate Scheme – the flat rate
percentage and turnover it applies to
• T
 he VAT on any EU acquisitions
(purchases) or dispatches (sales)
• T
 he VAT you owe or are entitled
to following a correction or error
adjustment

VAT invoices
The following 13 elements must be
included on an invoice for it to comply
with VAT regulations:

For more
information
visit hmrc.
gov.uk

• U
 nique invoice number that follows
on from the last invoice
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Deadlines
Usually VAT invoices must be sent within 30 days of the date of supply or the date
of payment (if you’re paid in advance).

VAT visits
VAT officers can visit your business to inspect your VAT records and make sure
you’re paying or reclaiming the correct amount of VAT.
HMRC may not need to visit you. They may contact you to request a copy of your
accounts, sending data backup from Sage Accounts software is sufficient for
this. You’ll usually be given seven days’ notice if they do decide to make a visit and
they’ll confirm what information they’ll want to see and if they want to inspect
your premises.
Before a VAT visit you should make sure that all your VAT records are in order.
How often you get a visit depends on:
• How big or complex your business is
• Whether your VAT Returns have been late or incorrect.
After the visit, HMRC will write to you confirming:
• What you must do to improve your VAT record keeping
• Any corrections you must make to your VAT account
• If you’re overpaying or underpaying your VAT.
You can appeal a HMRC decision but you must do it within 30 days.
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Top VAT terms
explained
Understand everything you need
to know about VAT with our very
own jargon-buster.
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Term

Meaning

Accounting period

See tax period Acquisitions Goods brought into the UK from
other EU countries

Distance sales

Where a business in one EU country sells and ships goods
directly to consumers in another EU country, e.g. internet or
mail-order sales

Exports
Despatches

Goods sent to a non-EU country
Goods sent to another EU country

Imports

Goods brought into the EU from another country

Input tax

The VAT you pay on your purchases

Notional VAT
Output tax

The equivalent VAT value from EU purchases
The VAT you charge on your sales

Place of supply

The country in which a supply of goods or services must be
accounted for VAT purposes

Supply

Selling or otherwise providing goods or services, including
barter and some free provision

Supply of goods

When exclusive ownership of goods passes from one person to
another

Taxable person

Any business entity that buys or sells goods or services and is
required to be registered for VAT

Taxable supplies

All goods and services sold or otherwise supplied by a taxable
person which are liable to VAT at the standard, reduced or zero
rate

Taxable turnover

The total value – excluding VAT – of the taxable supplies you
make in the UK

Tax period

The period of time covered by your VAT Return, usually quarterly

Tax point

he date when VAT has to be accounted for – for goods, this is
usually when you send the goods to a customer or when they
take them away, for services, this is usually when the service is
performed

Time of supply
VAT account

See tax point
A detailed record of the VAT charged and claimed
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Sage on VAT
We know that VAT can be a pain point for many small
businesses and one that can cause much confusion and
sometimes keep you awake at night, but it doesn’t have to.
At Sage we’re here to help take some of that pain away,
whether that’s worrying about whether you need to be VAT
registered or wondering how it all works we’re here
to support you through it.
All of our accounts software is designed
to help you manage, process and submit
VAT quickly and easily, giving you more
time to focus on your business.
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Save 192 hours per year on financial
administration with Sage One*
Eliminate paperwork and time consuming financial tasks
Seamless integration with your online bank account
Log your receipts by simply taking a photo on your iPhone

FREE 30 day trial
Visit SageOne.com
or contact us on 0845 111 66 11 today!
*IDC Sage Study, September 2015

