Business and Entrepreneurship – Legal Considerations, Costs and Cashflow
1 of 28 - Welcome
Welcome to this session on Legal Considerations, Costs and Cashflow.
In this session we will be covering:
· Legal structures
· Start-up costs and cashflow
· Forecasting sales
2 of 28 – Introduction 
When starting a new business, it is important to understand the legalities which can impact the business. The legalities of setting up a new business can be complex, and it would be beneficial to seek advice from organisations which offer support to business start-ups such as Business Gateway including legal issues surround the business structure, intellectual property, tax & NI and employing staff. 
The implications of getting it wrong can be severe for a business and could result in heavy fines, loss of reputation, prosecution or imprisonment.
There are a number of options available for start-ups when deciding what legal structure to put in place for the business:
· Sole Trader
· Partnership
· Franchise
· Limited company
If the limited company route is chosen, the business must be registered with Companies House.
3 of 28 – Naming your business
Choosing a name is a long-term decision. A name should sum up, in a few memorable letters or words, precisely what it is the business is selling or offering. 
If a limited company is formed, a business won’t be able to register a name which is considered the same as that of an existing company, or one which could be considered offensive or illegal. 
A sole trader or partnership does not have to register a trading name but may find itself in court if it uses someone else’s name, for example, it can’t get away with opening a shop and calling it “House of Fraser” or “Costa”!
Check out the following link for more information on naming your business:
https://www.gov.uk/choose-company-name 
4 of 28 – Question 1
Indicate whether the following statement is true or false.
As a sole trader or ordinary business partnership you don’t have to register with Companies House.
The correct answer is, true. As a sole trader or ordinary business partnership you don’t have to register with Companies House, but you still need to follow the rules for choosing a business name.
5 of 28 – Question 2
Indicate whether the following statement is true or false.
You can trade using a different name to your registered name if you want to. This is known as a ‘business name’.
The correct answer is, true. 
6 of 28 – Question 3
Choose all the correct answers. 
From the following types of organisations, which must be registered with Companies House?
A. a private limited company (Ltd)
B. a limited liability partnership (LLP)
C. a limited partnership (LP)
D. an ‘ordinary’ business partnership
E. a sole trader
The correct answers are, A, B and C.
7 of 28 – Trademark, Copyright & Patents
A business start-up should seek advice on intellectual property protection to cover copyright, trademarks, designs or patents. Intellectual property is something unique that a person or business physically creates. An idea alone is not intellectual property. For example, an idea for a book doesn’t count, but the words a person has written do.
Having the right type of intellectual property protection helps you to stop people stealing or copying:
· the names of your products or brands
· your inventions
· the design or look of your products
· things you write, make or produce
A trademark identifies your product specifically in the eyes of the public, and when registered, is protected by law, giving you the right to take action against anyone else using it. 
Similar rules apply to copyrights and patents which exist to protect your work against rival businesses and others using them without your permission. Unlike patents, which must be applied for, copyrights happen automatically.
8 of 28 - Licence Requirements
Depending on the sector in which a business operates, and the nature of the business, it may need to apply for a licence. This is particularly common in industries where your actions could result in risk to members of the public, or where you are dealing with hazardous materials.
Start-ups wishing to establish a catering or hospitality business, like a pub or restaurant, will almost certainly require a license. You will obviously need to be licensed if you intend to serve alcohol. 
There are also various licence requirements for music and entertainment. 
Check out the following link for more information on needing a licence:
http://www.startupdonut.co.uk/startup/business-law/licences-and-registration 
9 of 28 – Tax and National Insurance
“Nothing can be said to be certain except death and taxes” (Benjamin Franklin)
Self-employed people must pay tax on their business profits (not personal earnings), as well as Class 2 and Class 4 National Insurance contributions (NICs).
People running limited companies are employees, which means they must pay income tax through the company's Pay As You Earn (PAYE) scheme, as well as NICs. The company must also pay Corporation Tax to HM Revenue & Customs (HMRC) each year, which, for many small limited companies, amounts to 20% of their profits after expenses and allowances have been accounted for.
Consequences of not paying the correct tax and NI include taking money owed through earnings or pensions, prosecution or closing down the business.
10 of 28 – Health and Safety
A business has a duty of care for anyone that might be affected by its business. This might include members of the public (both inside and outside your premises), employees, and visitors.
Businesses must carry out a risk assessment to help identify the risks posed to these individuals by your business activities. Risks arise from hazards; for example, the risk of back injury is higher if your business requires heavy lifting tasks. 
Employers and employees have a number of responsibilities placed on them under the Health & Safety At Work Act 1974.
Visit the following website to explore statistics:
http://www.hse.gov.uk/statistics/index.htm 
11 of 28 – Employing Staff – Checks
There are a number of things a business need to do when employing staff for the first time to ensure it stays on the right side of the law.
Carry out a Disclosure and Barring Service (DBS) as part of the recruitment process to prevent unsuitable people from working with vulnerable groups, including children. 
Before offering a job to someone, a company must also check if someone has a legal right to work in the UK.
This can be done by checking a person's identity by requesting original copies of documents.
12 of 28 – Paying your Staff
Businesses must inform the HMRC (HM Revenue & Customs) they are employing staff by registering the employee  - you can do this up to 4 weeks before you pay your new staff. Firms must pay your employee at least the National Minimum Wage or National Living Wage. 
Employers are required to produce pay slips showing:
· Gross pay before deductions 
· Any deductions
· Net pay
Employees may qualify for statutory payment such as:
· Sick pay
· Maternity 
· Paternity
· Adoption
The Employment Rights Act 1996 provides a range of contractual rights for employees, including:
· entitlement to an itemised pay statement
· entitlement to the National Minimum Wage
· that the terms and conditions of work must be set out in writing
· protection against unfair dismissal at work.
13 of 28 - Keeping Staff Records
To comply with the law, you should keep records on:
· Hours worked and workers who have agreed to work more than 48 hours
· Pay rates
· Payroll   
· Sickness of more than four days and how much statutory sick pay you have paid 
· Accidents, injuries and dangerous occurrences
· Personal details - name, address, emergency phone number(s), qualifications, work-relevant disability 
· Training (including Health and Safety) 
· Employment history - date employment began, promotions, job title(s) 
· Absence - records of lateness, sickness, and any other authorised or unauthorised absences
· Terms and conditions and employment
14 of 28 – Data Protection Act and GDPR
All information on staff (and clients) should be kept secure, in accordance with The Data protection Act 2018. This controls how your personal information is used by organisations, businesses or the government. 
The Data protection Act 2018 is the UK’s implementation of the General Data Protection Regulation (GDPR). 
You can refer to the latest guidance via the government website: 
https://www.gov.uk/data-protection 
15 of 28 – Start-up costs – Introduction
One of the reasons for creating a business plan is to answer the key question of how much money it will take to get the venture started. Start-up costs are those costs and expenses a business incurs before it is up and running.
Many people underestimate start-up costs so it is important to carefully plan what the start-up costs will be and how these will be financed. Being haphazard in identifying start-up costs is one of the main reasons why start-up businesses fail.
It can take time for a new business to begin making regular sales, let alone a healthy profit. Start-ups need to bear this in mind when estimating how much finance they will need to keep the business afloat for that all important first year.
The costs and items associated with starting a business will vary depending on the product or service being offered by the business, for example, a company delivering pizzas would require a delivery van, whereas an online mail order company would not.
16 of 28 – Start up and running costs
Running costs are the day-to-day costs associated with operating a business.
From the following list of items have a think and identify what are start-up costs and what are running costs for a business.
· Stock
· Staff wages
· Gas & Electricity 
· Vehicles
· Premises
· Raw materials
· Equipment
· Furniture
· Fuel
You may have thought of the following: 
Start-up Costs:
· Stock
· Vehicles
· Premises
· Equipment
· Furniture
Running Costs:
· Staff wages
· Gas and Electricity
· Raw Materials
· Fuel
Once start-up costs have been identified and totalled up, a comparison should be made against the predicted sales forecast. This helps identify whether the business will make enough money from its sales to cover start up and ongoing running costs. If costs exceed expected sales (revenue), a business will need to look at ways to either sell more products, reduce costs or seek additional finance from another source.
17 of 28 – Cashflow
It is important that cash within the business is managed properly. One way of doing this is through a cash flow forecast. This lists all the likely receipts, money coming in, and payments, money going out, over a period of time and allows the business to plan ahead. An example of a receipt is a loan received from the bank and an example of a payment is employee wages.
Can you think of any other examples of receipts and payments?
You may have thought of the following:
Receipts:
· Sales
· Selling equipment and machinery
· Investment from 3rd party
· Grants
Payments:
· Paying suppliers for raw materials
· Interest paid to bank on loans and overdrafts
· Tax on profits
· Repayment of loans
18 of 28 – Net Cash Flow
The difference between the receipts, cash inflow, and payments, cash outflow, during a specific period, such as a week or a month, is known as the "net cash flow".
The challenge for any business, particularly a start-up, is to ensure that it manages its net cash flow so that it does not run out of money. This is a major factor why start-ups fail.
What could be the reasons why start-ups are prone to cash flow problems and (b) what are the possible consequences of cash flow problems.
You may have thought of the following reasons: 
· It can take some time before a business makes its first sales
· Suppliers may demand immediate or early payment from the start-up as the business has not developed a track record for paying bills on time
· A new business usually has to spend up-front on expenses such as marketing and product development.
· Possible consequences of cash flow problems are not being able to pay suppliers or other bills, not being able to purchase essential items such as machinery or equipment or closure
19 of 28 - Benefits of cash flow forecasting
There are many benefits of effective cash flow forecasting.
· It can helps identify potential shortfalls in cash balances in advance. The cash flow forecast can act as an "early warning system". 
· It makes sure that the business can afford to pay suppliers and employees
· It can help spot problems with customer payments – preparing the forecast encourages the business to look at how quickly customers are paying their debts if items are sold on credit
· Banks or investors may require a regular forecast, which is particularly so if the business has a bank loan. The bank will want to look at cash flow forecasts at regular intervals
Have a look at the following link for an example of a cash flow forecast:
http://www.tutor2u.net/business/reference/cash-flow-forecasting-example-startup 
20 of 28 - Justifying and selling the idea – Introduction
There is always an element of risk when starting a new business, however the process can also bring a host of rewards.
When an entrepreneur comes up with a business idea, it is important for them not to go into business and simply ‘hope for the best’. Instead they should spend time at an early stage forecasting sales income (also known as sales revenue) and potential profit.
Planning a good sales pitch is also important to help ensure an entrepreneur will be successful in securing any additional funding or convincing a 3rd party to stock their product.
Successful entrepreneurs also possess similar skills and qualities, which include planning, communication and organisational skills.
21 of 28 - Risks and rewards of a business start up
Running a successful business can be very rewarding. Rewards can be financial such as profits and capital growth or non-financial such as satisfaction, being in control and getting good publicity/recognition.
There are also a number of risks for a business start-up. The business could fail and lose investment, the owner may become liable for any debts the business has, which in some cases could be substantial. 
The owner may also struggle to find work or have the drive to start a new business. This could be as a result of a lack of confidence due to the stigma of failure.
There are a number of reasons why start-ups fail. One reasons might be insufficient market research carried out at an early stage to identify customer response to a product or to identify a gap in the market.
22 of 28 - Reasons why start-ups fail
Below is list of other reasons why start-ups fail.
· Not having a proper business plan 
· Running out of money
· Insufficient sales to cover costs
· Not understanding the market or overestimating customer demand
· Inability to secure additional finance
· Response of competitors who might cut prices or use extra promotion to ensure customers remain loyal to them
· Economic changes such as a fuel increase
23 of 28 - Projecting sales and profit
When an entrepreneur executes their business idea, they should back this up with evidence to verify up that the idea is a legitimate one.
In addition to carrying out market research and identifying potential customers, they should estimate projected sales figures and profit. This information is particularly important if looking to secure finance such as a bank loan. The bank will want reassurance that the business will make enough sales and profit to be able to repay any debts.
24 of 28 - Calculating Profit
It is important for a business to adopt the correct pricing policy. Too high a price may mean that they price themselves out the market and don’t attract customers. Too low a price may mean that the business fails to maximise it’s profits.
To calculate potential revenue, a business should look at how many sales it expects to make in a given period and multiply this by the price of its goods or services, therefore:
Sales revenue = Number of projected sales x price
To calculate profit, the total costs of the business (fixed and variable) is deducted from the predicted sales revenue, therefore: 
Profit = Sales revenue – total costs (fixed and variable)
25 of 28 - The Sales Pitch
A sales pitch is a presentation of your business plan which is required if you are looking for additional funding or for a company to sell your product in their stores.
A good sales pitch should start with a great first impression, hold the audience’s attention, be informative and be able to answer any key questions the audience may have. Therefore, you should ensure it is carefully planned, thought out and contain key information.
26 of 28 – Question 4
Can you match these statements to their meanings?
Statements:
1. This is the amount in the bank at the end of each month.
2. This is the difference between the total cash inflows and the total cash outflows.
3. These are the movements of cash into the business.
4. This is the balance in the bank at the start of a period.
5. These are movements of cash out of the business.

Meanings:
A. Cash inflows
B. Cash outflows
C. Net cash flow
D. Opening balance
E. Closing balance
The correct answers are:
Cash inflows – these are the movements of cash into the business.
Cash outflows – these are movements of cash out of the business.
Net cash flow – this is the difference between the total cash inflows and the total cash outflows.
Opening balance – this is the balance in the bank at the start of a period.
Closing balance – this is the amount in the bank at the end of each month
27 of 28 – Question 5
Match the correct terms to the description below: 
Terms:
1. Sales
2. Sales revenue
3. Fixed costs
4. Variable costs
5. Profit
6. Pricing policy
7. Competitive pricing
8. Penetration pricing 
9. Discounted pricing 
Description:
A. Offering customer discounts or incentives to sell products and services
B. Setting a relatively low initial entry price, usually lower than the intended established price, to attract new customers
C. Setting the price of a product or service based on what the competition is charging
D. The way a company sets the prices of its products and services
E. The amount a business makes after deducting all costs and expenses
F. Business costs which vary and are dependent on the amount produced
G. Business costs which stay the same (fixed) and do not change, whatever the amount of goods produced for e.g. rent
H. Income from the sales of goods and services
I. The activity of selling products or services
The correct answers are: 
[bookmark: _GoBack]Sales – The activity of selling products or services
Sales revenue - Income from the sales of goods and services
Fixed costs - Business costs which stay the same (fixed) and do not change, whatever the amount of goods produced for e.g. rent 
Variable costs – Business costs which vary and are dependent on the amount produced
Profit – The amount a business makes after deducting all costs and expenses
Pricing policy - The way a company sets the prices of its products and services 
Competitive pricing - Setting the price of a product or service based on what the competition is charging
Penetration pricing - Setting a relatively low initial entry price, usually lower than the intended established price, to attract new customers
Discounted pricing – Offering customer discounts or incentives to sell products and services
28 of 28 – End
Well done. You have completed this session on Legal Considerations, Costs and Cashflow.
In this session, we have covered:
· Legal structures
· Start-up costs and cashflow
· Forecasting sales
If you have any questions about the topics covered, please make a note and discuss these further with your tutor.
