Getting Start-Up Finance Right
On September 22nd 2011 business software producer ‘Intuit’ released survey findings about financial management among start-up businesses. The research report attempted to explain why one third of start-ups fail before reaching Year 3. The research was based on a poll of 500 young businesses (less than 5 years old).
The most striking finding was that 44% said they had either run out of cash or come very close at least once since starting their business. Intuit blamed this on the fact that three quarters of the sample use only pen and paper or simple spreadsheets to forecast and manage their cash flow. (Intuit wants them to buy business software that makes it easier to amend and revise cash flow forecasts.)
The report also highlights the difficulties entrepreneurs have in managing their finances. 43% of small business owners say the biggest financial challenge of their start-up was knowing what records to keep and keeping everything accurate. A third of the owners say that financial management takes them much longer than they expected. The opportunity cost of this may be significant during the start-up phase.
The managing director of Intuit suggests that, in a period of economic slowdown in Britain, the report is ‘a timely reminder that cash-care is king’. He is proud to be a source of information and guidance to new small firms, though they must bear in mind that his business goal is to sell accounting software.

One further piece of data from the survey shows that ‘64% started their company with £5,000 or less’. Starting a business with such a limited amount of capital may make bank finance, such as an overdraft, necessary early on in the life of the company. If so, the bank will expect the entrepreneur to know the significance of accurate cash flow forecasting.  
Source: www.intuit.co.uk press release, plus Financial Times 23/9/11
Questions (30 marks; 35 minutes)
1. 64% started their company with £5,000 or less. Explain two possible sources of this start-up finance. (6)
2. Explain why Intuit’s reminder of the need for careful financial control is so ‘timely’ in September 2011. (8) 

3. Many organisations offer information and guidance to new small firms, usually in order to sell a service such as a bank account. Explain why entrepreneurs should be careful about accepting the guidance on offer. (6)
4. Examine the possible significance of the opportunity cost of spending longer than expected on financial management during the early stages of a business start-up. (10)
Mark Scheme: Financing Start-Up

1. 64% started their company with £5,000 or less. Explain two possible sources of this start-up finance. (6)

NB. Correct answers hinge on the student recognizing that the question is about a company (ie Ltd or plc) not just any business.

· Share capital, perhaps from selling shares to family and friends within a private limited company structure

· Personal loan, e.g. the entrepreneur lending the business money at the outset (perhaps by buying items on his or her own credit card

2. Explain why Intuit’s reminder of the need for careful financial control is so ‘timely’ in September 2011. (8) 
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	CONTENT
	APPLICATION
	ANALYSIS

	2
	3
	3

	Two relevant content points made, with some development
	Point or points made are applied in detail to the context of new business start-up 
	Analysis of question set, using relevant theory

	1
	2-1
	2-1

	A relevant content point made, but not developed
	Point or points made applied to the case
	One or two points applied in a limited way to analyse the Q.


Possible answers include:

· The current position of the UK economy is exceptionally weak, with virtually no economic growth and very weak High Street spending; tight financial control is always needed for business start-ups, but especially when it is hard to make money

· During 2011 inflation has been running faster than the growth in household incomes, which has squeezed people’s spending power; high unemployment has an even worse impact on those affected; and underpinning everything is the government’s cutbacks in spending, which are affecting household confidence
· At the time of writing Tesco is about to launch a £500m price-cutting plan, which typifies the ferocious competition at a time when consumer spending is weak; this ensures that new small businesses have to expect narrow profit margins and therefore a struggle to survive and thrive
3. Many organisations offer information and guidance to new small firms, usually in order to sell a service such as a bank account. Explain why entrepreneurs should be careful about accepting the guidance on offer. (6)

· The guidance may not be objective/unbiased. If you visit Barclays to discuss opening a business bank account, the bank employee’s main concern may be to sell you the account (and perhaps receive a cash bonus based on the sale). In business (or in anything to do with money) it’s hard to be sure when someone is being genuinely helpful

· Even when those offering guidance are trying to help, their advice may prove wrong. The Dragons in the BBC series have often turned down (or even laughed at) business that prove to be successes; they have also invested in some dogs 

4. Examine the possible opportunity cost of spending longer than expected on financial management during the early stages of a business start-up. (10)
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	Two relevant content points made, with some development
	Point or points made are applied in detail to the context of new business start-up
	Analysis of question set, using relevant theory

	2-1
	2-1
	2-1

	One or two relevant content points made, but not developed
	Point or points made applied to the case
	One or two points applied in a limited way to analyse the Q.


Possible answers include:

· Getting the financial management right is necessary to avoid failure, but offers nothing towards success; success hinges on having the right product/service idea, marketed in the right way and delivered to the customer in the right manner

· It follows that the more time spent on financial management, the less time there is to do the things that affect success; or (equally possibly) the time spent on the finances may be late at night, causing the entrepreneur to become steadily more weary or stressed as the months go by

· The key opportunity cost is time, and that affects everything in the normal business start-up scenario of one or two people trying to do lots of different jobs as well as they can. If time is taken away from marketing and market research, the business may fail to attract enough new trialists; and if time is taken away from the operations side (making sure the customer gets served properly and on-time) there may be a disappointingly low level of repeat business

