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Introduction 
I have written this booklet for all the amazing business people of our island whose livelihood is, or is 
about to become, dependent upon their wits and hard work, rather than dependent upon a salary. 
That is the group of business owners who are starting out on a business venture. Be it your first or 
twenty first business venture, this booklet is designed to help and support you. 

If you are brave enough to take the step into business you deserve all the help you can get. If you 
value your business and those who love you, this booklet is for you. 

I was fortunate enough to start running my own businesses in my mid-twenties, which means that I 
now have some 30 years’ experience of the joy and exhilaration of getting it right and the loneliness 
and frustration of getting it wrong.  

This experience tells me that learning to run a business is a bit like learning to ride a motorcycle, 
rewarding and exhilarating when you get it right, but painful and potentially dangerous when you 
get it wrong. 

My overriding objective in writing this booklet is to help to understand the jargon of accounts. The 
things that you really do need to understand are not that complicated, as a physicist by training this 
is my take on how accounts work after being trained to PE1 Level as a Chartered Accountant – that is 
most of the useful stuff, then been my own finance Director of my own businesses for 30 years most 
of which with KPMG central London office as my auditors. 

There are of course many more ratios and things for you to learn, but in my experience these are the 
things you really do need to know, or you take an unnecessary risk with your livelihood and loved 
ones. 

Some 70% of UK start-up businesses fail in the first three years. Of the 30% left 70% of those fail in 
the next three years - I don’t want you to be one of them. 

Reassuringly this is not the preserve of start-ups 80% established businesses fail within 10 years, and 
there are some very predictable reasons. My first business survived for over 10 years, and I have the 
scars to prove it. 

This has taught me that there are times when you need to find help. So I have written a central book 
How to survive the next three years in business 

I would ask you to read it as it will help you identify where you are and where to find help. 

This e-booklet is part of the further reading which is being built up by my team in the e-Publishing 
Group a network of experienced business people, who have demonstrated their skills by producing 
their own books which have been vetted and vouched for by other experienced business people. If 
you have good experience to add, please get in touch with me on nick@welhatchamber.co.uk . 

 

“May the Force for Good be with you” 

 

 
  

mailto:nick@welhatchamber.co.uk
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About the author 

 

Nick has over 30 years’ experience in Business Management and Communications. From work with 
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Electricity, BAA Gatwick, Polygram, Oxfam Publishing, Government Computing and West Midlands 
Police, Nick has a broad understanding of business growth strategies. 

Nick is particularly pleased with the work undertaken to:- 

 Brand Gatwick as London Gatwick - Building International relationships 
 Build the B2B database for AVIS Fleet - Identifying Growth businesses 
 Build the MIS System for Army Recruiting Group – Running Government Business 
 Develop the engagement strategy for West Midlands Police – Community Engagement 
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 Combat Churn for BSkyB – Targeted mapping Campaign – Geo Demographics 

 

Prior to founding the Agency in 1988 Nick was group accountant for Collett Dickenson Pearce’s 
below the line Agency RSVP Group.  Nick also helped build a public house group from 3 to 15 pubs in 
3 years and worked in financial services for Flemings Bank. 

Nick is an experienced trainer, facilitator and workshop leader. He has participated in Executive 
Education programmes as a student and as a tutor. He holds a degree in Pure Physics from London 
University, worked with Gary Hamel at London Business School on Change Management and 
Strategy Implementation on the 1996 Exec MBA course and has been facilitating change ever since. 

His specialities include:- Customer Understanding, Customer Engagement, Internal and External 
Change Management, Customer led incremental Innovation, Brand led Fundamental Innovation, 
Building Inspiration through Belief and Trust, Empowerment whilst keeping track of activities and 
ROI. 

Nick is currently Chair of Welwyn Hatfield Chamber of Commerce, and is a non-exec member of the 
Hertfordshire LEP Enterprise and Innovation Board.  

What Nick’s friends and colleagues said 
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Reader Guidance 

When should you use this book? 

This book is designed to be kept by your bedside and on your mobile phone, so you can refer to it 
when you want a quick refresher on Accounts. 

Acknowledgements 

 

I’d like to express my thanks to my wife Lynn my daughter Melanie and all my friends and colleagues 
that I have learned with along the way, in particular all the staff I have grown with, the customers we 
have shared success with, Gary Hamel Prof Strategy London Business School, the Welwyn Hatfield 
Chamber of Commerce and the Hertfordshire Local Enterprise Partnership (LEP) 

  



Thrive and Survive in Business – Additional Guidance.  Copyright ©  2016 Nick Brown 
 

5 

Chapter 1 – An Introduction to Accounts 
 

All accounting systems comprise of Debits and Credits. As we will see people find this confusing 
because they are badly explained. They are simply plusses and minuses books of account that handle 
the following basic business concepts 

1. Who owes what to whom? 
2. What assets and liabilities do we have? 
3. How easily can those assets be converted to cash so we can pay people? 
4. Are our profits a good return on the assets we own? 
5. How much money did we make last month, quarter or year? 
6. When is the money coming in so we can spend it? 
7. What will this position look like in 6 months and a year’s time? 

 

I would say that if you are in business it is pretty important that at any time you can answer these 
questions. It is very difficult to take informed decisions and manage risk without these numbers at 
your fingertips.  

The good news is that all these questions are answered on three bits of paper. You just need to 
know what you are looking at. 

Questions 1 to 4 are answered on your Balance Sheet 

5 is answered in your Profit and Loss Account the P&L  

and 6 & 7 are answered in your Cash Flow Statements 

So let’s start with the Balance Sheet 
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Chapter 2 – The Balance Sheet 
In the Balance Sheet, Assets are good things, and Liabilities are bad things. 

So Cash in the bank is good, people who owe you money, Debtors are good, whereas people you 
owe money to, Creditors are bad. Hence in the Balance sheet Debits are good things and Credits are 
Bad things. 

If you are paid by a debtor, the Cash in your bank goes up, a good thing so Debit Bank, and your 
Debtors go down, less people owe you money, a bad thing so Credit Debtors. 

This is called Double Entry Book keeping. For Every Debit there is a Credit and it is why Accounts add 
up, which is how you know they are right. 

Similarly if you pay a creditor the Assets of cash is reduced, a bad thing, Credit Bank, and the Liability 
of Creditors is reduced a Good thing, Debit Creditors. 

People often ask - Why then is money paid into my high street bank referred to as a credit?            
This is because you are a creditor of the bank, when you pay money into the bank the bank owes 
that money to you so in the banks books it is a credit. In your books your asset of Cash at Bank has 
just increased so it is a Debit. 

You may never use this but I think it is worthwhile knowing how these things fit together. If you do 
decide to study accounts further, you will find this very useful, when you come to the month end or 
year end journals.  

So that covers the introduction to Debits and Credits in the Balance Sheet. 

The other thing you need to understand about a Balance Sheet is that it represents a photograph of 
the State of Affairs of a business as at the Balance Sheet date. Normally the end of a trading period 

Let us next look at the structure of a balance sheet. 
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We start with those assets that are furthest away from cash and move  

Fixed Assets 

Intangible (Cannot Touch Them)               £ ‘000      £ ’000 

Goodwill etc          100 

Tangible (You can touch them) 

 Buildings                   1,000  
 Plant and Machinery        250
 Equipment         250
 Vehicles         150 
                         --------- 
 Total Fixed Assets                    1,750
                                 
 Stock            50
 Work in Progress          50 
 Debtors          250
 Cash and Bank         100 
                         --------- 

Current Assets          450 

 Trade Creditors         200
 Bank Facilities due <1 year         75
 Other Short Term Creditors         15 
 VAT and PAYE           10 
                         --------- 
Current Liabilities         300  

Net Current Assets          100
                      -------- 

Fixed Assets plus Net Current Assets                          1,750 

Liabilities due >1 Year          500 

          --------- 

Net Assets                      1,250 

                      ===== 

Financed by 

Ordinary Share Capital          250 

Retained Profits                      1,000 

                     --------- 

                       1,250 

                      ===== 



Thrive and Survive in Business – Additional Guidance.  Copyright ©  2016 Nick Brown 
 

8 

Balance Sheet Ratios 

Net Current Asset Ratio - The Ability of the business to pay its dues in the short term, is simply 
the Current Assets / Current Liabilities in this case 450/300 =1.5 

Normally a ratio in excess of 1.1 or 1.2 is considered healthy. So 1.5 looks good.  Is it really? 

  – In theory the value of the net assets of the business if sold as a going concern. Typically assets are 
worth significantly less once a business has ceased trading. 

£1.25 million looks good.  How effectively is all that money being used?  

Could you get a better return by putting it in the bank and taking interest payments?  

Less risk, better return. 

Well to answer these questions, you need to know how much profit you are making. 

Enter the Profit and Loss Account. 

Debtor Days 

The debtor days ratio measures how quickly cash is being collected from debtors. The longer it takes 
for a company to collect, the greater the number of debtor days. Debtor days can also be referred 
to as Debtor collection period.  

Trade Debtors / Sales for the Year * 365  

In this case 250,000 / 2,000,000 * 365 = 45 days 

Another common ratio is the Creditors days ratio. 

Creditor Days 

The creditor days ratio measures how quickly cash is being paid to creditors. The longer it takes for a 
company to pay, the greater the number of creditor days. Creditor days can also be referred to as 
Creditor collection period.  

Trade Creditors / Sales for the Year * 365  

In this case 200,000 / 2,000,000 * 365 = 36.5 days 

Companies often have a cash collection campaign on the run up to the year end to reduce Debtor 
and Creditor Days. It looks better if you pay people Quickly 
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Chapter 3 - The Profit and Loss Account 
Unlike the Balance Sheet which shows a snap shot of the state of affairs of the business at the 
balance sheet date the P&L looks at the trading history of the business over the trading period. 

So typically the P&L will present figures for the 12 months to the companies year end in statutory 
accounts (Filed with companies House For tax purposes). 

They will normally take the following format:- 

         £’000 £’000 

Turnover / Sales net of VAT       2,000 

Cost of Sales           
  Purchases         600   
  Direct Salaries         700   
  Stock & Work in Progress     (100)   
         --------   
           1,200  
             -------  
 Gross Profit            800 

Overheads 

Admin           
  Admin Salaries         60   
  Recruitment           9   
  Training         15 

Establishment          
  Rent          60   
  Rates                     150   
  Light and Heat         21 

Sales           
  Sales Salaries & Commissions       75   
  Advertising         45   
  Motor and Travel                      24 

Finance                     
  Interest payable          3   
  Bank Charges           3   
  Depreciation         90   
  Amortisation                    100   
           -----  
 Total Overheads          685  
             ------  
 Profit Before Tax            145  
          ==== 

In the P&L, so that it all adds up, the Debits are Bad things, Costs, and the Credits are Good things 
Sales.  

So Paying Bank Charges would be Credit the Bank, reduce the asset of cash in the Bank, Debit Bank 
Charges increase the Cost of Bank charges in the P&L. 
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P&L Ratios 

The Gross Profit % 

The most important ratio in business is the Gross Profit Ratio because it tells you how your firm is 
performing compared to your competitors. It does this because it measures how much your 
customers are prepared to pay for your products compared to your competitors. 

The GP% is the Gross Profit / Turnover expressed as a percentage In this case 800/2000 = 40% 

Net Profit % 

Is Profit Before tax / Turnover in this case 145/2000 = 7.25% 

These numbers are all sector dependent, but as typical trading numbers so far everything looks 
healthy. 

EBITDA 

Earnings before Interest, Taxation, Depreciation and Amortisation, is a number that seeks to identify 
the core earnings potential of the business. If you bought out the business there would be no debt 
and hence no interest, taxation will be a consolidated figure for the group and should be ignored, 
and Depreciation and Amortisation are provisions or Non-cash items so do not affect your cash flow 
and as such should be added back. (Amortisation is Depreciation on Buildings) 

So in our case EBITDA is 145 + 100 + 30 + 1 = £276,000  

(There was no tax provision in this P&L example) 

ROCE 

Return on Capital Employed is both a P&L and a Balance Sheet Ratio that answers Question 4 in the 
Introduction. Are we getting a good return on our money? 

So ROCE = PBT/ Net Assets which = 145/1250 = 11.6% 

Can you get a better return than nearly 12% from a bank? Not today you can’t. 

So all is still looking rosy. 

Business Valuation Ratios 

Price Earnings Ratio 

This is normally looked at on a share by share basis giving for a public company 

P/E Ratio = Market Value per Share / Earnings per Share (EPS) 

Which for a non-floated business is Net Assets / PBT that is 1250/145 = 8.6 

This number is referred to as the multiplier. It represents the ratio between the value of 
your business, what it might sell for and its profitability. 

Again all looks happy, which brings us on to the Cash Flow statement. 
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Chapter 4 The Cash Flow Statement 
 

                                                                          Cash is King 

“Happiness is a positive cash flow” Fred Adler 

 “The fact is that one of the earliest lessons I learned in business was that balance sheets and income 
statements are fiction, cash flow is reality”            Chris Chocola  

Remember balance sheets are based on valuations which are subjective or may be hiding something. 
Trading projections are just that, projections or a matter of opinion. These valuations and 
projections come home to roost when they are converted to hard cash in your bank account.  

This is why the Balance Sheet is organised around the ease of asset conversion to cash. 

So your cash flow forecast is how you know whether you are on track or not. Is the money in the 
bank today, as you predicted 6 months ago? If not – Why not? 

So let’s go back to the balance sheet.  

You may have noticed a figure saying Liabilities due after more than one year £500,000. 

The Question is – When, after more than one year? If it is a year and a day then you will have to find 
£500,000 in a year’s time, or by the time your accounts are filed nine months after the year end in 
three months’ time. 

At the balance sheet date you have £100,000 in the bank and if you perform the same as last year 
you will have profits of £145,000, you can also add back the non-cash items of Depreciation 30,000 
and Amortisation of £100,000, totalling £375,000, but that leaves you £125,000 short. 

If the creditor forecloses when you default your business will be sold at fire sale values. It will cover 
the creditor’s requirements, so he will not care too much about you. Banks do this every day to 
hundreds of businesses. Don’t think they will be nice to you. They probably won’t. So as we have 
established, it is the cash flow to which you need to pay attention. 

All the cash flow does is take your projected sales and related costs incurred and overhead costs and 
allocates the receipts and payments to the appropriate month. 

If you get paid by your customers on 30 days and pay your suppliers on 45 day, your sales will be in 
this month your receipts in next and your supplier payments the month after. Salaries are accounted 
for in the same month as the sales. Overhead suppliers on 45 days in month 3, Rent and Light and 
Heat and Phones 1/4ly as they fall due. 

Other cash flow items such as investments or loan payments are accounted for as they fall due. 

You owe it to yourself to have a half decent set of cash projections running, it is how you will sleep 
at night. If you are concerned about what they might tell you, contact us now and we will find you 
the relevant help. 

See How to survive the next three years in business 

Remember 

 “Happiness is a positive cash flow” Fred Adler 


