
NCFE Level 2 

Certificate in Creating a Business 
Start-Up

Workbook 2

MARKET RESEARCH

BUSINESS PLAN

TARGET MARKET

TYPES OF BUSINESS OWNERSHIP

EMPLOYMENT LEGISLATION

HEALTH AND SAFETY

SAM
PLE



2 © LCG 2019 

This course is delivered on a flexible learning basis. This means that most of your 
study will take place away from your Assessor/Tutor. It helps to carefully plan your 
studying so that you get the most out of your course. We have put together some 
handy tips for you below.

Study Guidance

 •   Try to plan an outline timetable of when and where you will study.

 •   Try to complete your work in a quiet environment where you are unlikely to  
be distracted.

 •   Set realistic goals and deadlines for the various elements of your course. 

 •   Plan what you are going to study during each session, and try and achieve  
this each time.

 •   After each session, reflect on what you have achieved and plan what you hope to 
complete next time. 

 •   Remember that not only do you have the support of your Assessor/Tutor, but it is 
likely that your family, friends and work colleagues will also be willing to help.

Assessor/Tutor Support

Your Assessor/Tutor will be available to support and guide you through the 
programme. They are experts in your area of study and are experienced in helping 
many different types of learners. 

They can help you to improve the standard of work you submit and will give  
you useful feedback on areas in which you have excelled, as well as where  
you can improve. 

Remember to listen to, or read, their feedback carefully. Ask if you are unsure about 
any of the feedback you receive as your Assessor/Tutor is there to help.

Make note of any tips they give. Refer to the learning materials as they contain the 
information you need to complete the end-of-unit assessments.

Look out for areas in which you can improve, and set yourself an action plan to make 
sure you complete the required work.

Take positive feedback on board; this demonstrates you are doing things right and 
have a good understanding of the subject area. 

Use the feedback to avoid repeating any mistakes you may have made.

Enjoy your studies!

How to use your learning materials
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Workbook Contents

This workbook introduces you to the legal and financial considerations for a business 
start-up. You will explore the implications of tax, employment, health and safety, data 
protection and intellectual property as well as business finance and the management 
of working capital. You will also consider the practical implications of working with 
customers and suppliers. The unit will look at the purpose of a business plan and you 
will develop a business plan for a start-up idea.
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Workbook 2

NCFE Level 2 Certificate in Creating a 
Business Start-Up

Each section has a corresponding assessment that must be 
completed in order to achieve this part of the programme.

The assessments for this workbook can be found in:

Assessment 2

When you have completed this workbook you should 
attempt the assessment. Your Assessor/Tutor will then give 
you detailed written feedback on your progress.

Remember that your assessment answers should be 
written in your own words. You should not copy answers 
directly from the workbooks.

Upon successful completion of this qualification, learners will be awarded the  
NCFE Level 2 Certificate in Creating a Business Start-Up (QRN: 603/3632/8). This 
qualification is certificated by the Awarding Organisation NCFE.

Assessment 2 1

Learner contact details

Name:

Contact address:

Postcode: Contact number:

Email:

Learner declaration

I confirm that the answers in Assessment 2 were completed by me, represent my own 
ideas and are my own work.

Learner signature: Assessment date:

If you need any help in completing these Assessments, refer to the relevant 
section within Workbook 2, or contact your Assessor/Tutor.

 EMP 1 In paid employment for 16 hours or more  
per week 

 EMP 2 In paid employment for less than 16 hours  
per week 

 EMP 4 Self-employed for 16 hours or more per week 
 EMP 5 Self-employed for less than 16 hours per week 
 NPE 1 Not in paid employment, looking for work and 

available to start work 
 NPE 2 Not in paid employment, not looking for work 

and/or not available to start work (including retired) 
 VOL 1 Voluntary work 

Please tick one of the boxes below to show what your status will be when you complete this course.
 GAP 1 Gap year before  

starting HE
 EDU 1 Traineeship 
 EDU 2 Apprenticeship 
 EDU 3 Supported Internship
 EDU 4 Other FE* (Full-time) 
 EDU 5 Other FE* (Part-time) 
 EDU 6 HE 
 OTH # (please state)

………………………………

Assessment 2

NCFE Level 2 Certificate in Creating a 
Business Start-Up
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This section will develop your understanding of the financial and legal considerations 
for businesses. You will gain an understanding of tax requirements, the legislation 
that impacts on a business start-up, and the initial financial planning required 
for a business. You will think about how you can produce a cash flow forecast 
for your business start-up idea and about the customer and supplier information 
and documentation you will need as well as the options for making and receiving 
payments.  

The requirement to pay tax
Please read the following as it will help you to answer question 1.

Individuals and organisations in the UK are required to pay tax on profits and 
earnings. For sole traders, partnerships and other unincorporated businesses, the 
business owners are taxed as individuals and pay income tax and National Insurance 
Contributions (NIC). Limited companies are subject to corporation tax. Individuals and 
companies will also pay capital gains tax if they sell business assets at a profit.

The amount of tax paid by individuals and limited companies may be reduced by 
tax reliefs where they apply. Tax reliefs include personal tax-free allowances for 
individuals, capital allowances on business assets and allowances for losses made by 
businesses. 

Taxes are paid to Her Majesty’s Revenue and Customs (HMRC).

All businesses are required to keep detailed records of their business transactions 
for tax reporting purposes. This means they should keep accounts detailing revenue 
and expenses and copies of invoices, receipts, bank statements and all other 
documentation relating to the business. Businesses should keep accounting records 
for at least 6 years in case HMRC wish to inspect the records. Most businesses keep 
records using an accounting software package and within the next few years it will 
become a requirement for business records to be kept digitally.

Personal tax

If you are self-employed, you will be taxed on the profits of the business. For those 
in partnership, they will be taxed on their share of the profits as set out in the 
partnership agreement. Taxable profits are calculated by deducting business costs 
and expenses from business revenue. The cost of assets used in the business are not 
treated as an expense, but an allowance is made which effectively deducts part of the 
asset cost from the profits for each year of its use in the business.
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For individuals, there is a personal tax-free allowance which is deducted from the 
profits before calculating tax. Income tax and NIC will then be calculated on the 
remaining amount at the current rates set by the government. Tax rates are on a 
scale depending on how much income an individual receives. For income over a 
specified amount, you will pay tax at higher rates. National Insurance Contributions 
are payments that entitle individuals to a state old-age pension and benefits should 
they become ill, disabled or unemployed. NIC is paid on earnings over a specified 
level set by the government.

You can find the current rates for tax free allowances and income tax at www.gov.
uk/income-tax-rates and rates for self-employed NIC at www.gov.uk/self-employed-
national-insurance-rates. Tax-free allowances, income tax rates and NIC can be 
changed in the budget each year.

Knowledge Activity 1: Using the government websites (www.gov.uk/income-
tax-rates and www.gov.uk/self-employed-national-insurance-rates) look 
up the current tax free allowance, income tax rates for all levels of earnings 
and NIC rates for self-employed and write them down here.
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Company tax

Taxable profits for limited companies are calculated in the same way as for 
unincorporated businesses; business expenses are deducted from business income. 
However, it is the company that is liable for the tax and they pay corporation tax 
at the set rate. There is no tax-free allowance for companies but sometimes the 
government introduces higher rates for companies making higher profits. Currently, 
corporation tax rates are the same for all companies. You can find current corporation 
tax rates at www.gov.uk/government/publications/rates-and-allowances-
corporation-tax/rates-and-allowances-corporation-tax. Corporation tax rates and 
rules may be changed in the budget each year.

Knowledge Activity 2: Look on the government corporation tax website and 
note down the main rate of tax. If the government has introduced a small 
company rate for the current year, note this also.

The directors of the company are paid a salary which is deducted from the company 
profits as an expense. They are then personally liable for income tax and NIC on the 
amount they receive as employees of the company. The company deducts this tax 
and NIC from their salary and pays it to HMRC on their behalf. The company also pays 
an additional amount of NIC for each employee known as the employer’s contribution. 
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Shareholders of the company (who may also be directors) are paid dividends from the 
profits of the company, and these dividends are taxed as personal income for them. 
Dividends are subject to income tax at a lower rate than normal income tax and are 
not subject to NIC. Shareholders account for their own tax on dividends and pay the 
relevant amounts to HMRC.

Did you know?

It may be a tax advantage to trade as a limited company paying yourself a 
salary and dividends. You may pay less tax than if you trade as a sole trader. 
You should check with an accountant as this does vary depending on the level 
of profits and the current tax rates and rules.

Capital Gains Tax

If an individual or a company sells a business asset, they may be required to pay 
capital gains tax. Capital gains tax is calculated on the amount received for the asset 
less the amount paid for the asset adjusted for any tax allowances. The government 
sets the rate of tax and tax allowances.

Reporting to HMRC

Self-employed individuals and limited companies must submit a tax return to HMRC 
each year detailing the revenues, expenses and profits of the business and details of 
assets sold and the tax calculated as due. Tax must then be paid to HMRC within the 
required timescales. 

Tax returns are now submitted electronically, and tax calculated automatically through 
HMRC’s online system. Though this simplifies tax calculation, many businesses still 
choose to use an accountant because of the detailed and sometimes complex rules 
around the determining of income and expenses.
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Registering with HMRC
Please read the following as it will help you to answer question 2.

When you set up in business you must register with HMRC for tax purposes. You can 
do this online but first need to set up a Government Gateway Account to gain access 
to the relevant online systems. 

Sole trader

If you are a sole trader, you should register for self-assessment. You must register no 
later than 5th October in the second tax year of your business. The tax year runs from 
6th April to 5th April the following year. You can register online and HMRC will set 
up an account for self-assessment and send you a unique taxpayer reference (UTR) 
which will be used to identify your tax account. 

To register, you will need to give your name, trading name and contact details, 
information about when you started to trade, the nature of the business and your 
National Insurance Number 

You can find out more about registration here www.gov.uk/log-in-file-self-
assessment-tax-return/register-if-youre-self-employed. 

Partnerships

If you are a partnership, a nominated partner must register as the person responsible 
for sending the partnership tax return. The partnership must be registered no later 
than 5th October in the second tax year of your business. The partnership will be 
given a UTR but individual partners must also register separately for self-assessment. 

As for sole traders, details about you, plus details for the trading partnership and 
whether you are the nominated partner must be provided. 

You can find out more about registration here www.gov.uk/set-up-business-
partnership/register-partnership-with-hmrc. 
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Limited companies

Limited companies must register with Companies House and – using the online 
system – may register for corporation tax at the same time. If they don’t do this, 
they must register with HMRC within 3 months of starting to operate the business. 
Companies will be sent a UTR 14 days after registering through Companies House or 
can request one online through HMRC. 

Information to be provided will include the company name, registered office, 
correspondence address and registration number, names and home addresses of 
directors, the date the company started to trade and nature of the business. If you 
register at the same time as registering the company, these details will be submitted 
to HMRC automatically. 

You can find out more about registration here www.gov.uk/limited-company-
formation/set-up-your-company-for-corporation-tax. Directors will normally be 
required to register individually for self-assessment, though if they are only paid 
through PAYE or receive no taxable income, they will not need to file tax returns.

Knowledge Activity 3: Choose one business structure (sole trader, 
partnership or limited company) and research the requirements for registering 
with HMRC. If you know which form your business start-up will take, then you 
should choose this structure to research. 

Write down:

 • Information required to register your business with HMRC

 •  The process of registration with HMRCSAM
PLE
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Consequences of non-compliance with HMRC and tax 
requirements

Please read the following as it will help you to answer question 3.

It is important for businesses to comply with tax requirements as there are penalties 
for non-compliance. There are three main areas where penalties may be incurred by a 
business, its owners or officers:

 • Tax evasion 

 • Tax avoidance 

 • Non-compliance

Tax evasion

Tax evasion is not paying taxes that are due to HMRC. This may mean not reporting 
taxes, deliberately reporting incorrect profits or not paying taxes owed. Tax evasion 
is a criminal offence in the UK and the maximum penalties are unlimited fines and 
life imprisonment. In practice, the penalties would be related to the severity of the 
offence.

Tax avoidance

Tax avoidance is the operation of a policy or scheme which seeks to reduce or avoid 
tax liability. An example might be a director taking money from the company as a 
loan rather than as salary thereby avoiding income tax. Another example is registering 
companies outside the UK to avoid UK tax legislation. Tax avoidance is not illegal 
but takes advantage of loopholes in the tax system. HMRC try to block loopholes – 
the loan example here, for example, is now usually illegal and HMRC are looking at 
measures to target offshore tax avoidance schemes.

There may not be any consequences from tax avoidance but businesses that use 
such schemes will need to ensure they remain compliant as HMRC block the legal 
loopholes, and they may also come under scrutiny from HMRC if it is believed they 
may be evading tax or not complying with tax requirements.
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Non-compliance

Whilst stories of tax evasion and tax avoidance schemes are frequently in the news, 
most people incurring penalties in relation to tax do so for non-compliance with the 
rules. Penalties may be imposed for a range of different reasons:

 • Failing to register for tax – you can be find for late filing of tax returns. Amounts will 
depend on how long you have been trading, the amount of tax owed and whether 
the failure was due to carelessness or was deliberate. You will also be charged tax, 
penalties for late payment of tax, interest on tax due and may be fined for failing to 
keep proper records.

 • Failing to submit a return – If you do not submit a return on time, you will be fined 
£100 and charged tax on the amounts due. The fine increases when the return is 
more than three months late. 

 • Failure to keep records and complete tax returns correctly – HMRC may carry out 
checks on businesses to see whether they are keeping records correctly. Usually, 
this will be a telephone check but if they believe there is a problem, they may visit 
the business. Businesses can be fined up to £3000 for failing to keep adequate 
business records. They may also face penalties and interest on tax amounts that 
have been underpaid.

 • Late payment of tax – HMRC charges interest on late payment of tax based on the 
amounts due. If the tax is left outstanding, HMRC can take your possessions to sell 
at auction to pay the tax or take money from your bank account. They may take 
court action, in which case court costs will also be incurred, and in extreme cases 
may force you into bankruptcy. A refusal to pay tax in the long term is tax evasion 
and could attract fines and a prison sentence. 

Sal’s story

Sal runs a small garage repair business but is a little disorganised. He keeps 
his own accounts and files his own self-assessment tax returns. This year Sal 
got married and went on a month-long honeymoon forgetting to file his tax 
return by the January 31st date. On his return he finds he has been charged 
a penalty of £100 for failing to submit the return. He appeals against the 
penalty but HMRC hold that he had plenty of time to prepare and submit the 
return and that his recent marriage and subsequent honeymoon were not valid 
reasons for not doing so.
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Did you know?

Legislation is being introduced that will eventually mean that all businesses 
will be required to keep their records digitally. They will also introduce penalties 
for businesses that fail to do this. Businesses will be required to give HMRC 
access to digital records.

Knowledge Activity 4: Find one recent news story about tax evasion or tax 
avoidance and note the main points here including whether any penalties were 
imposed on individuals or companies.

VAT
Please read the following as it will help you to answer question 4.

Value Added Tax (or VAT) is a consumer tax used across the European Union. A 
consumer tax is one that is charged on goods and services rather than individuals or 
businesses and their income or profits. While it is not a direct tax on businesses, it 
affects businesses because:

 • They may have to charge VAT on their goods and services.

 • If they are required to charge VAT, they will need to keep records, account for and 
pay amounts collected to HMRC.
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All businesses must register for VAT when the business turnover goes over the VAT 
threshold for a year set by HMRC, or if they expect their turnover will be over the 
threshold in the next thirty days. You can register the business for VAT through the 
online HMRC services.

Did you know?

The current (2019) threshold for VAT is £85 000 but this can be changed 
by the government when they think it is appropriate. You can check the 
VAT threshold and find out about registration at https://www.gov.uk/vat-
registration/when-to-register.

If you are required to register for VAT, this means you will need to add the current 
rate of VAT to your sales of good and services. For example, if you usually charge 
£100 for your product or service and the VAT rate is 20%, you will charge the 
customer £120 of which £20 will be VAT. You must keep records of all your sales 
showing the VAT charged on each one and supply buyers with a VAT invoice or VAT till 
receipt showing the amount of VAT charged.

You should also keep records of the VAT you pay to other businesses when you buy 
goods and services from them. You will deduct the VAT paid on goods and services 
purchased from the VAT you collect on your sales. For example, if you have sales of 
£1000 with VAT charged at 20% of £200; and you have made purchases of £500 
paying VAT at 20% of £100; the VAT you pay to HMRC will be £200 - £100 = £100.

VAT is charged at rates set by HMRC. Goods and services are described as: 

 • Standard rated – most goods and services are standard rated. The current (2019) 
standard rate of VAT is 20%.

 • Reduced rate – some goods are services have a reduced rate. Currently domestic 
fuel and power, car child seats and any mobility aids specifically for individuals over 
60 and installed in their home are charged at reduced rate VAT. The current (2019) 
reduced rate of VAT is 5%.

 • Zero rated – some goods are zero-rated which means that the goods are still VAT 
taxable but that the current rate of tax is zero. These goods still have to be recorded 
in VAT records and reported to HMRC but no VAT is charged. They include items 
such as books, newspapers, children’s clothes and shoes, motor cycle helmets and 
goods that are exported.

 • Exempt – these are goods and services that are not liable to VAT at all. Examples 
include insurance, postage stamps and health services provided by doctors.
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 • Out of scope – these are goods and services which are considered to be outside the 
VAT system so VAT cannot be charged or reclaimed. They include goods or services 
bought and used outside of the EU, statutory fees such as the congestion charge in 
London, goods you sell as part of a hobby e.g. things you collect such as old coin or 
stamps and charity donations.

You can find out more about VAT rates on the government site at www.gov.uk/vat-
rates and www.gov.uk/guidance/rates-of-vat-on-different-goods-and-services.

Most VAT registered businesses will be required to complete a VAT return every three 
months summarising the transactions that have taken place and paying the amount 
of VAT owed to HMRC.

Some businesses register for VAT voluntarily. This might be because it gives them 
credibility (people think they are a bigger business that they are) or because they 
know they will quickly reach the threshold for registration. Some businesses will 
benefit from registering, for example, where the goods they sell are zero rated but the 
goods they buy are standard rated. In this situation, the business is still able to claim 
back VAT even though they are not collecting any tax on sales. When they make their 
quarterly return, they will claim back VAT from HMRC.

Did you know?

Some businesses will be eligible for alternative VAT schemes. Schemes are 
different ways of reporting, paying or calculating VAT that apply to specific 
businesses. The most common is the Flat Rate Scheme used by small 
businesses which means that the business pays VAT on a given flat rate and 
does not have to give a detailed account of VAT on expenses. It is designed to 
make VAT accounting simpler for small businesses.

Andrea’s story

Andrea has started an interior design business. She expected that business 
in her first year would be relatively slow as she built a reputation. She was 
fortunate to gain a commission to redecorate the house of a popular celebrity. 
This job not only attracted high fees, but also has brought her lots of publicity 
and many requests for her services from other celebrities and individuals. 
This means she has taxable revenue (sales) of more than the £85 000 VAT 
threshold in her first year and her turnover is likely to be over the threshold 
in coming years. Andrea registers for VAT, makes a return for her first year to 
HMRC and keeps records of VAT on sales and expenses.
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Employment legislation
Please read the following as it will help you to answer question 5.

As a small business, you may start by working alone or with a business partner. But, 
if your business requires additional staff, you might decide to employ someone. If 
you do decide to employ other people, you need to be aware of the employment 
legislation. Taking on staff is a big responsibility and it is important to get it right. 

The requirements for employing others in your business include:

 • Checking that employees have the right to work in the UK. You should check their ID 
(e.g. driving licence or passport) and, if they are a foreign national, check that they 
have the correct visa allowing them to work in the UK. You should keep copies of 
any documents that you check.

 • Providing employees that will work for longer than one month with a written 
statement of their terms of employment within two months of starting their 
employment. Note that an employment contract exists whether or not there is 
any agreement in writing. The contract starts when the employee accepts an 
unconditional offer of employment.

 • Only changing terms of employment if you have reserved the right to do so in a 
written agreement or with the agreement of the employee. If changes are made, 
these should be in writing.

 • Paying employees at least the minimum wage set by the government according to 
their age. You can find out more about minimum wage at www.gov.uk/national-
minimum-wage-rates. They may also be entitled to sick pay when they are ill, 
maternity pay when pregnant, paternity pay, parental leave (including maternity, 
paternity and adoption leave) and 28 days per year holiday if they are full time or 
the part-time equivalent for part-time workers.

 • Registering as an employer for tax purposes before paying employees for the first 
time. Employers must operate a Pay As You Earn or PAYE system for employees 
which means they must deduct tax and national insurance payments from the 
money paid to an employee and pay it to HMRC. Amounts are reported and paid 
to HMRC on a monthly basis. You can find out more about PAYE here www.gov.uk/
topic/business-tax/paye. 

 • Providing a workplace pension scheme to which all employees are enrolled and 
contributing to that pension scheme.

 • Providing written disciplinary rules and procedures. These will generally be in line 
with the ACAS Code of Practice. ACAS is the Advisory, Conciliation and Arbitration 
Service which provides advice and guidance on employment matters. The code 
of practice can be found at www.acas.org.uk/index.aspx?articleid=2174. 
Employees cannot simply be dismissed without proper procedures being followed or 
can claim for unfair dismissal.
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 • Ensuring working hours are in line with The European Working Hours Regulations 
which state that the working week should be a maximum of 48 hours. Employees 
may opt out of this and work longer hours if they wish.

 • Protecting employees from discrimination in line with The Equality Act 2010, on 
the grounds of age, disability, gender reassignment, marriage and civil partnership, 
pregnancy and maternity, race, religion or belief, sex and sexual orientation. 
These factors must not affect pay, promotion, access to training or any aspect of 
employment.

Most of the law on employment (except where other laws and regulations are 
mentioned) comes from the Employment Rights Act 1996.

Knowledge Activity 5: Look at the ACAS site (www.acas.org.uk/index.
aspx?articleid=2174) and summarise the process by which an employee 
can be dismissed for poor performance.

SAM
PLE



Section 1: Legal and financial considerations for a  
business start-up

17Workbook 2

Petyr’s Story

Petyr has been offered a job at a new, small care home caring for individuals 
with dementia. The care home is staffed 24 hours a day. Whilst staff will 
generally work shifts which equate to a 48-hour working week, because it 
is a small home, the owner/manager asks staff if they are happy to cover 
additional hours in emergencies. For example, where some staff are not able 
to get into work due to illness, family responsibilities or bad weather. The 
manager could use agency staff, so it is not vital for staff to agree but wants 
to provide some familiar staff at all times to support the residents. Some of 
the staff say they would rather not, which the manager is fine with, but Petyr 
agrees. He is single, lives near to the home and would like the extra pay. Petyr 
signs a waiver saying he is happy to work more than 48 hours in a week if 
required.

Health and safety
Please read the following as it will help you to answer question 6.

Under health and safety law, business owners are responsible for the health and 
safety of anyone who may be affected by their business. This includes your own 
health and safety as well as the health and safety of employees, visitors to your 
business premises, customers and the general public. There are a whole range of 
health and safety regulations and laws covering all aspects of health and safety in 
business. The main regulations are contained within the Health and Safety at Work 
Act 1974. Other regulations deal with topics such as management of health and 
safety, hazardous substances, manual handling, reporting of injuries, fire regulations 
and personal protective equipment.

Health and safety can be a complex area if you are dealing with dangerous activities 
such as construction, or hazardous materials such as toxins or explosives, but for 
most small businesses is very straightforward. These are the main steps you need to 
take to comply with health and safety legislation and regulations:

 • Appoint a competent health and safety person for the business – you need to 
appoint someone who can manage health and safety for your business. This could 
be yourself or an employee or, where health and safety is more complex, a specialist 
advisor who could be external to the business. This person will be responsible 
for ensuring that the business complies with health and safety regulation and for 
dealing with health and safety issues.
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 • Develop a health and safety policy for your business – If you have fewer than five 
employees there is no legal requirement to write down your health and safety 
policy (though you should still develop one) but it makes sense to do so. A health 
and safety policy sets out who has responsibility for health and safety issues and 
the arrangements made to prevent accidents or illness, to provide instructions 
and training for employees, to maintain safe and healthy work conditions and for 
emergency situations. You can see a sample health and safety policy at www.hse.
gov.uk/risk/health-and-safety-policy-example.doc.

 • Carry out a risk assessment and put in place suitable controls to manage risks – you 
need to identify hazards, describe the risks that arise from those hazards, decide 
who could potentially be harmed and take actions that will control the risks. The risk 
assessment should show that you have taken action to protect people as far as is 
reasonably practicable. 

 • Talk to employees about health and safety – this is to explain what has been done 
and to encourage them to raise any health and safety concerns.

 • Provide training and information to employees – employees should be trained in 
health and safety issues e.g. how to use protective equipment and how to carry out 
activities safely. They should also be provided with clear instructions.

 • Provide welfare facilities – these include toilets, washing facilities and somewhere 
to eat meals and take breaks. The workplace should also be healthy with adequate 
heating, lighting and ventilation and suitable workspaces.

 • Make arrangements for accidents and emergencies – you should have a stocked 
first aid box and an appointed first aider. You should keep an accident book to 
record accidents and injuries along with any first aid or other treatment required. 
You should have procedures in place that employees follow in emergencies including 
instructions for evacuating business premises in case of fire or other emergency. 
Fire exits and fire equipment should be clearly marked.

 • Display the health and safety law poster published by the Health and Safety 
Executive or provide each employee with the health and safety law leaflet. This sets 
out the employer and employee responsibilities in relation to health and safety. You 
can find the leaflet here www.hse.gov.uk/pubns/lawleaflet.pdf.

Joe’s Story

Joe started an office cleaning business. He employs ten part-time cleaners 
and has contracts with local businesses for cleaning their offices. He needs 
to carry out a risk assessment and develop a health and safety policy. He 
has walked around the offices to be cleaned with representatives of those 
businesses to identify any hazards in the workplace. He has also considered 
the hazards presented by cleaning fluids and the use of equipment such as 
vacuum cleaners and steam cleaners. 

SAM
PLE



Section 1: Legal and financial considerations for a  
business start-up

19Workbook 2

Risk assessment for Joe’s Cleaning (extract)

Hazards Risks Who 
could be 
harmed

Control Responsibility 
and date 
implemented

Spillages, 
loose 
cables, 
items on 
floors

Slips and 
trips

Cleaning 
staff

Client’s 
staff

 • Client business to ensure 
housekeeping rules in 
place

 • Wet floor signs to be 
used

 • Electrical sockets close 
to work area to be used 
to avoid trailing cables

Cleaning 
manager

12/01/19

Cleaning 
fluids

Skin 
irritation 
or 
breathing 
in 
vapours

Cleaning 
staff

 • Protective gloves 
provided

 • Non-irritant, non-toxic 
cleaning agents used 
where possible

 • Products used in 
accordance with 
instructions

 • Training for cleaning staff

Cleaning 
manager

12/01/19

Lifting and 
moving 
heavy 
cleaning 
equipment 
or waste

Injury or 
back pain

Cleaning 
staff

 • Trolleys provided for 
moving heavy items

 • Lifts used to move 
between floors or 
cleaning equipment 
provided on each floor

 • Staff trained in manual 
handling techniques

Cleaning 
manager

12/01/19

Damaged 
electrical 
equipment

Shocks 
or burns

Fire risk

Cleaning 
staff

Other staff 
if fire

 • Regular professional 
checks of electrical 
equipment

 • Staff trained to carry out 
visual equipment checks

Cleaning 
manager

12/01/19

Lone 
working

Injury or 
illness 
in empty 
building

Cleaning 
staff

 • Staff to check in with 
cleaning manager by 
phone on entering and 
leaving client premises

 • Cleaning manager to 
follow up any non-
contact

Cleaning 
manager

12/01/19
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Did you know?

The Health and safety Executive are a government body who oversee health 
and safety regulation and provide advice to businesses.

Hazards Control

Knowledge Activity 6: Look at the health and safety risk assessment case 
studies on the HSE and choose an example risk assessment that is similar to 
your own business idea. Look at the risk assessment and list the hazards and 
the controls that could be put in place. You can find the case study examples 
at www.hse.gov.uk/risk/casestudies/. 

You can find out more about health and safety legislation on the Health and Safety 
Executive website at www.hse.gov.uk.SAM
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Data protection
Please read the following as it will help you to answer question 7.

Data protection legislation and regulations control the way that businesses collect 
and use personal data. The Data Protection Act 2018 and the European General 
Data Protection Regulations (GDPR) set out how businesses should manage and 
control personal data. Personal data is data that relates to an identified or identifiable 
individual. This could be name and address, or a number used to identify a person 
e.g. a staff number on an employment record, for example. Any information linked to 
that name or number will be personal data.

You first need to decide whether you are a data controller or a data processor. A data 
controller has control over personal data and decides how it will be processed. They 
will make decisions about what data to collect and what to do with it. Data processors 
simply process data on behalf of others.

Businesses who are data controllers will have to register with the Information 
Commissioners Office (ICO) unless they only use personal data to administer payroll 
and sales and purchase invoices. If you, for example, carry out any direct mailing 
activities where you try to sell to people by sending paper mail or email, then you 
would need to be registered. You can find out whether you need to register your 
business by completing the ICO questionnaire.

Knowledge Activity 7: Go on to the ICO site and complete the questionnaire 
for your business. Note below whether you think you need to register 
your business with the ICO and how you would do this. You can find the 
questionnaire at https://ico.org.uk/for-organisations/data-protection-fee/
self-assessment/SAM
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Whether you need to register or not, it’s a good idea to follow the principles of data 
protection for any information you keep about customers, suppliers, employees and 
other business contacts. This means that data must be kept securely, be accurate 
and only used for specified purposes. The principles of data protection include:

 • Lawfulness, fairness and transparency – personal data must be processed in 
ways that are lawful, fair and transparent which means that it should be clear how 
and why data is being used and that it should only be used fairly and within the law.

 • Purpose limitation – personal data should only be collected for a specific and 
legitimate purpose. The business must clearly say why they are collecting and using 
data and only collect it for as long as they need it. 

 • Data minimisation – Businesses should collect the minimum amount of 
information adequate for the purpose for which they need it.

 • Accuracy – Businesses must take measures to ensure data is accurate and if 
advised that information is not accurate must correct or remove it.

 • Storage limitation – personal data must be deleted when the business no longer 
needs it. 

 • Integrity and confidentiality – personal data must be kept safe and protected 
against accidental loss, destruction or damage or unlawful processing. Businesses 
should use data protection policies and computer security measures to ensure the 
security of data. 

In addition, you should have the person’s consent to keep and use any data relating 
to them. You need to keep a record of this consent.

There are large fines for businesses that fail to comply with data protection legislation.

SAM
PLE



Section 1: Legal and financial considerations for a  
business start-up

23Workbook 2

Digital and copyright issues
Please read the following as it will help you to answer question 8.

In workbook 1, you learned how to protect the intellectual property of the business. 
You also need to be aware of the actions that can be taken against the business if 
you use someone else’s intellectual property without their permission.  Remember 
intellectual property can include designs, patents, trademarks and copyright.

Copyright

The Copyright, designs and patents Act 1988 covers the use of intellectual property 
in the UK. If you want to use any protected material, you should seek the permission 
of the owner. You may be able to use some material without infringing copyright as 
long as it is not a ‘substantial part’ of the work. But it can sometimes be difficult to 
establish what this means. If a significant or valuable part of a design or piece of work 
is used, this may be considered substantial even though it is only a small percentage 
of the item. 

Examples of infringement might include:

 • The use of a trade mark without permission

 • Copying a patented design feature

 • Playing music on a website without permission

 • Using images in business documentation with permission

 • Using text from a website or printed publication without permission (a short quote 
will usually be ok)

Penalties for infringement include:

 • Legal action by the owner of the intellectual property

 • Damages awarded by the court to the owner of the intellectual property usually 
based on the gains made by the business and losses made by the owner

 • Damage to reputation of the business

With regard to copyright, businesses may be able to purchase a licence allowing them 
to copy and share some copyrighted works if they need to do this on a regular basis. 
The Copyright Licensing Agency (CLA) provides licences to businesses.
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Knowledge Activity 8: Look at the CLA site (www.cla.co.uk/business) to 
see which licence may be suitable for your business. List the conditions of the 
licence here.

Freya’s Story

Freya set up a new business and decided to design a website. She looked 
around the internet and found some nice images and decided to use her 
favourite song. She wrote the text herself but looked at competitor websites 
to get some ideas about the sorts of things she should say. Freya thought 
everything on the internet was copyright free. Unfortunately, Freya is wrong. 
The owners of the images and the song took her to court for the use of the 
work without having permission. She had to pay several thousands of pounds 
in damages plus court costs. In addition, the case was reported in the local 
newspaper and Freya’s business reputation was damaged. Two competitors 
tried to claim that she had infringed their copyright but the court decided 
that the text was not similar to that of the competitors and the fact that she 
covered similar topics was not a copyright issue.

Digital law

Another issue for businesses is the law around the use and abuse of computer 
technology. The law in this area is quite complex as in many cases the law has 
not kept pace with technology and the laws used to prosecute offences may 
not specifically relate to technology. For example, stealing someone’s identity 
electronically would be a fraud rather than necessarily a specific digital offence. 
However, it is relatively straightforward to set out the areas where businesses need to 
be careful with digital technology.

SAM
PLE



Section 1: Legal and financial considerations for a  
business start-up

25Workbook 2

Infringements include:

 • Illegal file sharing – where protected digital material which could be text, images, 
film or audio is illegally shared. This could mean it was offered for download or 
posted on a site such as YouTube where others may view it without the permission 
of the owner.

 • Pirating – where items such as films or music are distributed in full without the 
permission of the owner so that the owner.

 • Creating viruses – these are software programmes that may harm computers 
or destroy information. They can be sent through emails or directly loaded to 
computers.

 • Hacking – breaking into computer systems without authorised access to gain 
information illegally or to create damage in the system, or simply to gain access.

 • Identity theft – pretending to be someone else online to gain access to money 
through loans or their bank account or other benefits.

Businesses need to identify risks on their own systems and to ensure that they or 
their employees do not commit any of the above acts. There are serious penalties for 
digital infringements including large fines, payment of damages and imprisonment.

Cash flow forecasts
Please read the following as it will help you to answer questions 9 and 10.

Financial planning is an important part of any business start-up. When setting up a 
business, it’s important to know how much money you are likely to need to get the 
business up and running and to sustain the business before the first money comes in 
from customers. To do this, you need to estimate all the costs for the business and 
estimate potential sales. SAM
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Elijah’s story

Elijah is setting up a market stall selling clothing and textile-based accessories 
(e.g. rucksacks, bags etc) that he is importing from a fair-trade producer in 
Nepal. He has been given £500 by his grandmother to help him start the 
business but he is not sure this will be enough. At the moment he is living at 
home and his parents are happy to keep him until he starts earning from his 
market stall, so he has no personal outgoings for food and rent. He’s also 
keeping on his part-time evening job delivering Pizza so he has money for 
going out and to buy clothes and other things he needs. This means he can 
manage without paying himself a wage until the business is established. He 
will need to cover all the business expenses though. He has worked out the 
figures as follows:

 • To buy a van £2000

 • To buy portable market stall £150

 • To buy card payment machine £50

 • Public liability insurance £60 per year (paid in advance)

 • Van road tax £156 per year (can be paid monthly)

 • Van insurance £240 per year (can be paid monthly)

 • Market space rental £15 per day (paid monthly in arrears) – he will attend 
markets on Mondays, Wednesdays and Saturdays which will mean he is paying 
for about 12 days per month (£180) and it will be paid early the following month.

 • Stock £1000 per month (paid in the month following delivery)

 • Petrol costs about £100 per month – these will be paid by cash or debit card 
in the month. Although he won’t sell in the first month, he will make the same 
journeys to visit the markets for planning and research.

 • Card fees for using card machine 1.75% of card sales (paid at the end of the 
month in which it is used) – he expects half of his sales to be card sales and half 
cash.

Elijah has done some research and thinks he can achieve sales of £3000 per 
month. He thinks the first month of trading might be a bit lower at £1000 for 
the month. 
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Did you know?

Payment in arrears means to pay for something (usually a service) after you 
have used it. For example, Elijah will pay for his market stall space at the end 
of the month in which he uses the space. Some payments will be made in 
advance which means they are paid before the product or service is used. For 
example, Elijah will pay his public liability insurance for the year at the start of 
the year.

Knowledge Activity 9: List the estimated costs and income for your own 
business start-up noting when each amount will need to be paid or will be 
received. For your assessment you will need to produce a cash flow forecast 
for your own business using this information.
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Preparing a cash flow forecast

Estimating costs and sales is a good start because it gives some idea of the amounts 
you will need to start and run the business. But not all the costs need to be paid 
out on or before the first day of business. Some costs will be paid as the business 
operates. Also, money will start coming into the business and this money will then 
be used to pay business expenses. The best way to calculate the cash needs of the 
business is to create a cash flow forecast. A cash flow forecast sets out the income 
and expenses of the business month by month so the business owner can see if 
there will be a cash shortfall. Each month’s column is added up to show the total 
income/expenses for the month and any balance can be carried forward. The months 
can be added together to see totals for more than one month. The forecast is usually 
prepared for 6 months or a year.

Did you know?

The term cash in cash flow forecasting is used to describe all the amounts 
coming in and going out of the business over a period, even if it is not 
actual cash but paid by card or cheque. Cash is also used to describe actual 
cash and differentiate it from card or cheque payments so it can be a little 
confusing!
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Elijah’s story (continued)

Elijah decides to start the business in March though he won’t actually be 
selling until April. Elijah’s cash flow forecast for the first six months of his 
business looks like this:

Income/
Exapenses

March April May June July August Totals7

Turnover1 1000 3000 3000 3000 3000 13 000
Money from 
Grandma

500 500

Total 
income

500 1000 3000 3000 3000 3000 13 500

Purchase of 
Van2

2000 2000

Market stall3 150 150
Card 
machine2

50 50

Stock3 1000 1000 1000 1000 1000 5000
Public 
liability2

60 60

Van 
insurance4

20 20 20 20 20 20 120

Van tax4 13 13 13 13 13 13 78
Space 
rental4

180 180 180 180 180 900

Petrol5 100 100 100 100 100 100 600
Card fees6 9 27 27 27 27 117
Total 
payments

2393 1322 1340 1340 1340 1340

Opening 
balance8

0 (1893) (2215) (555) 1105 2765 0

Receipts/
payments9

(1893) (322) 1660 1660 1660 1660 4425

Closing 
balance10

(1893) (2215) (555) 1105 2765 4425 4425
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Notes: 

1. Because the sales are all cash or card sales, they are received in the 
month they are made.

2. Van, market stall and card machine are bought at the start and public 
liability insurance is paid up front.

3. Stock and market fees are paid for in the month following delivery/use, so 
none paid in the first month.

4. Elijah is paying his vehicle tax and insurance monthly.

5. Petrol is paid in the month by cash or debit card. 

6. Calculation for card fees is made on half the amount of sales (we are told 
that half of sales are cash and half card). Fees are 1.75%. 

 • So, for first month of sales £1000/2 = £500 card sales.    
Fees = 1.75% x 500 = £8.75.

 • Other months will be £3000/2 = £1500 card sales.     
Fees = 1.75% x 1500 = £26.25

It is usual to use round figures in the cash flow so first month is rounded 
up to £9 and other months round up to £27.

7. The total column just shows the totals of each row.

8. The opening balance is the amount of money that Elijah has at the start of 
each month.

9. The receipts/payments is the difference between money received and 
money paid in the month. Where payments are higher than receipts this 
will be a negative number, and these are shown in brackets.

10.The closing balance is the sum of the opening balance and the payments/
receipts for the month. Where it is in brackets it is a negative figure. The 
closing balance for one month becomes the opening balance for the next 
month.

Did you know?

Turnover is another term used to describe the total sales of a business in a 
period.  
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Assessing a cash flow forecast
Please read the following as it will help you to answer question 11.

Once you have prepared a cash flow forecast, you can use it to do some financial 
planning for the business. This involves looking at the cash flow and seeing where 
extra cash might be needed. Where the closing balance for a month is negative on 
the cash flow, extra money will be required because the business can’t actually have 
minus money. So, what the cash flow indicates is that the business needs to find 
another source of money or reschedule expenses so they are paid when there is 
sufficient funds to pay them.

To cover a cash shortfall (negative balance) a business owner can:

 • Put some of their own money into the business e.g. from their own savings or by 
using a personal credit card to pay for expenses. For example, Elijah could use his 
income from his part time job.

 • Find someone willing to invest in the business. This means they would give you the 
money but would usually expect a share of profits and for the money to be paid 
back at some point. For example, Elijah could see if his gran wanted to invest. He 
could pay her a share of the profits and pay the invested money back at some point 
in the future.

 • Borrow some money e.g. from the bank. This could be a formal loan which would be 
paid back at a regular amount over months or years; or a bank overdraft which is a 
more flexible short-term borrowing arrangement. For example, Elijah might borrow 
from the bank or get a bank and play monthly loan payments with interest; overdraft 
with the agreement to pay the money back when the business is established.

 • Buy equipment or goods on a credit arrangement. This means they don’t have to be 
paid for straight away and/or all in one payment, so payments are spread out. For 
example, Elijah could purchase the van on a hire purchase agreement – a sort of 
loan – to spread the cost; or he might agree with his supplier in Nepal that they give 
him two months to pay for stock instead of one, which would push the payments 
later.

 • Delay some purchases. For example, perhaps Elijah can borrow his dad’s car for a 
couple of months and save up enough to buy the van with cash.

So, not having enough money to pay everything straight away doesn’t necessarily 
mean the business can’t go ahead. What any investor or lender would want to know 
is that the business will make enough money in the future to pay back any money 
they give to the business plus any interest if they charge it (Elijah’s gran might lend 
him the money for free!). A cash flow forecast can be used to support any application 
for a loan or overdraft. You need to make sure that the estimated figures on your 
forecast are realistic though or you could find yourself unable to repay the money.
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The cash flow forecast also shows when the business has surplus cash. For example, 
in Elijah’s business, it could show him when he can start taking a proper wage for 
himself from the business.

Knowledge Activity 10: Assess the cash flow for Elijah’s market stall by 
looking at the cash flow and answering the following questions:

1. In which month’s does Elijah need more cash?

2. How much more cash does he need?

3. If he decides to ask for a bank overdraft, how much should he ask for?

4. When might Elijah be able to pay himself a wage from the business?

SAM
PLE



Section 1: Legal and financial considerations for a  
business start-up

33Workbook 2

Looking at the cash flow, you should have identified that Elijah needs additional cash 
in March, April and May. He will need at least £2215 extra as this is the largest 
negative balance on the cash flow forecast and he will need to cover that amount in 
April. It might be wise to apply for a slightly higher overdraft in case his estimates are 
not quite accurate. Elijah might apply for an overdraft of £2500, for example. From 
June, the business has a surplus and it should be possible for Elijah to start paying 
himself a wage from the business.

The difference between cash, turnover and profit
Please read the following as it will help you to answer question 12.

You will come across the terms cash, turnover and profit in relation to business and 
should understand the difference between these terms. You have already learned 
about turnover and cash in relation to cash flow forecasts, but we will compare them 
here to profit.

Turnover – the turnover of a business is the amount of money taken in a particular 
period. It is also referred to sometimes as sales or revenue. 

Cash – the way we are using the term cash here, is to refer to the cash and 
cash-equivalents that come in and are paid out of the business. Cash flow is the 
movement of cash through the business. Cash held by the business is the difference 
between the cash received and the cash paid out.

Profit – profit is the amount of surplus that the business makes. It is the amount of 
turnover less the amount of expenses relevant to a specific period. The amount of 
profit differs from the amount of cash a business has because profit takes account of 
all the revenues and expenses relevant to a period whether or not they have actually 
been paid. 

For example, a business may buy £5000 worth of stock in a month for cash but only 
sell £3000 worth of stock. The cash left in the business is, therefore, £5000 less but 
the amount of stock used is only £3000 worth. For profit purposes, it is the £3000 
that would be charged in calculating profit for the month. 

Another reason for the difference between profit and cash is the treatment of items 
used long term in the business such as vehicles, premises and equipment. These 
items are known as fixed assets. The business may pay cash for these, but the 
amount paid is not set against the profit in one period because this wouldn’t properly 
reflect how the assets are used. For example, if a business buys a car which it 
expects to use over 3 years in the business, it would not charge the full cost of the 
car against the profit in the year it was bought. Instead one third of the cost of the 
car would be charged for each year it is used. This charge against profit is known as 
depreciation. 

This should be easier to understand through an example.
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Carrie’s story

These are the transactions for Carrie’s business in July:

 • Bought £4000 stock which she will pay for in August.

 • Sold £2500 worth of stock for £5000.

 • Of the £5000 sales, £3500 was cash, the rest was sold on credit and will be 
received in August.

 • She had £1200 of expenses in the month of which £200 was a deposit paid in 
advance for a business trip later in the year.

 • Carrie bought a new photocopier for £1000 – it will last five years.

At the start of the month, Carrie had £500 in the bank.

These are Carrie’s profit and cash statements for the month.

Turnover £5000
Less: Stock sold £3000
Gross profit £2000
Less:
Expenses £1000
Depreciation £17

Net profit £983

Opening balance £500
Cash in from sales £3500
Total cash in £4000
Cash out:
Expenses £1200
Photocopier £1000
Total cash out £2200
Net cash £1800

Profit Cash

Notes: 

Gross profit is the difference between sales amount and the cost of those sales e.g. 
the cost of stock sold or the cost of providing a service.  

Net profit is the gross profit less the other expenses associated with making 
those sales for the month. These will be expenses such as rent, wages and other 
administrative costs.

Of course, this is a very simple example. A real business would have more 
transactions, but you can see that the profit figure is different from the cash that 
the business has. Against profit, Carrie has only charged £3000 of stock because 
this is the value of the stock sold. Also, she has excluded the £200 deposit for the 
business trip which has been paid in advance so relates to a later period. Instead of 
charging the whole of the photocopier, she has calculated an amount that represents 
one month’s usage by dividing the cost by 60 (5yrs x 12months).

In the cash statement, she only includes £3500 of the sales revenue, because the 
other customers haven’t yet paid. She includes all the expenses, even those paid 
in advance and the whole of the cost of the photocopier because that represents 
amounts actually paid out. 
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Customer and supplier information
Please read the following as it will help you to answer question 13.

A business will always have contact with customers and suppliers:

 • Customers are people or other businesses who buy goods and services from the 
business

 • Suppliers are businesses that supply goods and services to the business 

Many businesses will need to keep details of customers and suppliers. These may 
include:

 • Names

 • Contact details

 • Details to receive payment or make payment e.g. debit card details or bank account 
details

Businesses may also keep information about the goods and services regularly bought 
or supplied, price lists and records of contact with the customer or supplier, for 
example. 

Where businesses buy or sell goods or services on credit (where they are not paid for 
straight away) they will need names and contact details to ask for payment and to 
receive or make payments when they are due. They will also need details to be able 
to contact suppliers for new orders and to follow up on customer orders.

Note that some businesses may not have names, contact details and other 
information about customers, where customers pay cash for goods, for example. On 
Elijah’s market stall, he may sell goods for cash and will not know who the customer 
is, how to contact them or any payment details. Also, where businesses buy items for 
cash, they may not have the payment details and other information for suppliers. For 
example, if you pop into the local stationers to buy some computer paper, you will 
know the name of the shop and have the receipt but won’t know the bank details of 
the supplier because you’ll just pay by cash or card.

Depending on the type of business that you run, you may need to keep customer and 
supplier details.
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Knowledge Activity 11: List the details you may need to keep for customers 
and suppliers of your start-up and say why you will need to keep this 
information. If you don’t need to keep information, explain why.

Invoices and payment receipts
Please read the following as it will help you to answer questions 14 and 15.

It is important that any invoices and payment receipts for a business are accurate. 
An invoice is a bill for payment that lists the goods and services along with how much 
needs to be paid. A business may send invoices to customers, where customers 
buy goods or services but don’t pay for them straight away. A business will receive 
invoices from suppliers when they buy goods or services and don’t pay for them 
straight away. 

A payment receipt is a document that shows the payment that has been made. You 
receive a payment receipt when you buy something from a shop, for example. Most 
often, they are printed automatically through the till. They may list what you have 
purchased and give details of the amount paid and, usually, how it was paid, for 
example by cash or card. Businesses may issue these to their customers and may 
receive them for goods and services they have purchased from other businesses.

Invoices and payment receipts form part of the accounting records of the business 
and should be retained by the business. 
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If invoices and payment receipts are not accurate, then the business records may 
not be accurate, and the business may not make or receive the correct payments for 
goods or services or may not make or receive payment at the right time.

Nina’s story

Nina has started a business as a plumber. She carries out the work for 
customers and then invoices them giving them a month to pay. On her first lot 
of invoices, she put the name of the company and an amount. She didn’t put 
details of how the customers could pay, her telephone number or address or 
any VAT details even though she has registered for VAT. She also didn’t detail 
the work done or put the customer details on the invoice.

Knowledge Activity 12: Explain the problems Nina may have as she has not 
included the right details on her invoice.

As Nina has not included contact details for herself or on how to pay, customers 
will not know how to send payment or how to contact Nina and she will not be 
paid. Not including the details of work done could cause problems as customers 
may dispute the amount charged unless she sets out the details. Because she has 
not included customer information on the invoice, it would be very easy to mix up 
customer invoices and send the wrong invoice to a customer. Finally, there are legal 
implications as VAT and business regulations require that specific information is 
included on invoices.
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Information to be included on an invoice includes:

 • The name and address of the business, the telephone number and email. For 
limited companies, the registered company number and registered address should 
be included.

 • The name and address of the customer to make sure the invoice reaches the right 
person

 • An invoice reference or number so that invoices are not duplicated or mixed up

 • The date the goods or services were supplied and the date the invoice was prepared

 • Details of the goods or services supplied and their cost

 • The amount of VAT charged and the VAT rate where this is relevant

 • A total amount to be paid

 • Payment terms e.g. payment must be made within 30 days

 • Details on how to make payment e.g. bank account details so direct payment can 
be made to the bank – this would include, bank name and sort code and account 
name and number

 • VAT invoices must also include the business’ VAT registration number

Invoices will normally be printed on a computer, though some services such as 
plumbing, or window cleaning may issue hand written invoices to customers that have 
been pre-printed with the business details and methods of payment. Computerised 
accounting packages will have invoice templates to which businesses can add their 
own details.

Receipts do not have to be provided to customers, but they are usually a good idea 
as they show payment has been made and can act as proof where customers wish to 
return items or question payments. Information to be included on a payment receipt 
includes:

 • The date and time of the purchase

 • The items purchased and price paid

 • The name and address of the business

 • Any VAT charged

 • The method of payment
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Often receipts will explain the returns policy for goods too. Receipts can be issued 
electronically through tills or electronic payment devices or they may be handwritten. 
A receipt for payment could be as simple as signing and dating a copy of the invoice 
stating that it has now been paid.

Knowledge Activity 13: Find an invoice and a payment receipt and list the 
details shown on each. You can use ones that you have received or find 
examples on the internet. Explain how you will use invoices and payment 
receipts in your own business start-up and list the information you will need to 
include.

Making and receiving payments
Please read the following as it will help you to answer question 16.

Your business will need to make and receive payments. There are very few cash 
businesses today and this means that businesses will have a bank account from 
which they can make direct payments and to which customers can make payments; 
and may use debit or credit cards, or payment intermediaries such as PayPal or 
Apple Pay. Electronic payment using direct payments, cards or payment services is 
becoming the preferred way to pay and is required for businesses who operate on the 
internet.

Ways to pay include:

 • Cash – still used in some businesses such retail businesses and taxi services 
though, as electronic payments can be used for even small amounts now, it is 
becoming less important. For businesses, the disadvantage is that cash needs to 
be physically counted and taken to a bank. Large amounts of cash can also raise 
security issues for a business.

 • Direct payments – most bank accounts now allow customers to pay and receive 
amounts through online banking. The party making the payment simply needs a sort 
code and account number and can transfer payment from their own bank account 
to the business or person they are paying. 
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 • Debit cards – debit cards are cards connected to a bank account that allow the 
user to pay for goods without having to draw cash. The card is swiped in a card 
machine by the business or held over the machine if using contactless technology 
and the payment is then taken from the cardholders account and transferred to the 
business. This is usually done in real time, meaning the payment is instantaneous. 
If there are insufficient funds in the cardholder’s account, the payment will be 
declined.

 • Credit cards – credit cards are used in the same way as debit cards but are a form 
of lending. Instead of being linked to the cardholder’s bank account, they have a 
borrowing limit. The payment will be allowed as long as the borrowing limit has not 
been reached. The cardholder then pays the credit card company an amount each 
month to pay back the borrowing.

 • Payment services – services such as PayPal and Apple Pay act as a sort of 
intermediary. They are connected to the individual’s bank account or to a credit 
card. When a payment is made, the business sees the money as being paid through 
PayPal or Apple Pay and does not see the individual’s bank or card details. This 
offers some protection to the individual against electronic fraud because the number 
of organisations actually holding their bank details are limited.  It is also convenient 
because the individual does not have to put in bank or card details every time they 
buy something, for example on a website. 

 • Pay by phone – Many banks now provide phone apps that allow customers to use 
their phone to pay instead of a debit card. This words in the same way as using a 
contactless card. The information is sent from the phone to the payment machine 
and the money is taken from the individual’s bank account. Providers such as Apple 
Pay also offer the ability to pay using a mobile phone. 

 • Cheques – cheques used to be the main way to make payments out of a bank 
account without actually withdrawing cash. A cheque is basically a written and 
signed form asking the bank to make a payment on the individual’s behalf to 
another bank of an individual or business. While these have largely been replaced by 
electronic payment methods, some businesses do still use cheques. Cheques used 
to need to be physically taken to the bank to be paid into an account though many 
banks have now replaced this with a system where the cheque can be photographed 
and digitally transferred to the bank.

One of the implications for businesses of the move to electronic payments is that 
many businesses – especially those selling to the general public – need to invest 
in an electronic payment machine to take payment by card, contactless or mobile 
phone. For those doing business on the internet or with other businesses, the 
minimum requirement is likely to be a bank account capable of making and receiving 
direct payments.
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Knowledge Activity 14: List the methods of paying and receiving money that 
you will need to use in your own business and describe the accounts, cards or 
equipment that will be required to enable this.

Summary

In this section, you have learned about:

 • The requirement for businesses and individuals to pay tax 

 • Business structures and how to register with HMRC

 • Consequences of not complying with HMRC and tax requirements

 • Requirements to register for VAT

 • Requirements of legislation for businesses relating to employment, health and 
safety, data protection and copyright and digital issues.

 • Cash flow forecasts and how to prepare and use them

 • The difference between turnover, cash and profit

 • Information businesses require from suppliers and customers

 • Invoices and payment receipts

 • Options for making and receiving payments

SAM
PLE



Section 2: Developing a business plan

42 © LCG 2019 

This section will help you to understand the purpose and development of business 
plans. You will consider the benefits of preparing a business plan. Finally, you 
will learn how to use the skills and knowledge you have gained throughout the 
qualification to develop a business plan for your start-up idea. The section also covers 
contingency planning.

Purpose of a business plan
Please read the following as it will help you to answer question 17.

One of the early stages for any start-up is to prepare a business plan. The business 
plan is a useful document as it sets out all the objectives, needs and requirements of 
the business. It gives a picture of what the business might look like.

A business plan is used to:

 • Clarify the business idea – sets out all the aspects of the business clearly and 
describes how the business will work.

 • Demonstrate that the business idea is viable – summarises potential financial and 
other requirements so that any shortfalls or issues can be identified and resolved.

 • Identify the resources needed to set up the business – summarises what the 
business needs to be able to operate.

 • Provide a plan going forward for how the business will operate – explains how 
business will be carried out, the people involved and the activities it will undertake.

 • Identify risks and issues that need to be resolved – identifies any risks or issues that 
need to be controlled or resolved. This means the business is aware of these and 
can take action.

 • Plan for if things go wrong – looks at what actions can be taken if things do go 
wrong to try and limit any damage.

 • Support applications for investment or loan finance – summarises the financial 
situation which can be used to support applications for finance.SAM
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Benefits of a business plan
Please read the following as it will help you to answer question 18.

Using a business plan has many benefits for the business and its owners. These 
include:

 •  Being able to see a picture of the whole business and make connections between 
different parts of the business.

 • Helping to focus on the right activities and markets and tailor products and services 
to fit resources and markets.

 • Helping to identify priorities for the business and which activities need to be done 
first.

 • Helping to manage departures from plans and change by analysing actual 
performance against the plan and identifying differences. These can then be 
addressed by pulling things back in line with the plan or changing the plan as 
necessary.

 • Developing responsibility and accountability for business activities by showing who is 
responsible for each area and setting the goals and standards they need to achieve.

 • Helping to manage cashflow as a cashflow forecast always forms part of the 
business plan. Actual figures can be compared to the forecast to see how the 
business is performing and whether any adjustment is required.

 • Setting milestones and targets for the business to work towards and achieve.

 • Providing performance indicators in the form of measurable outcomes e.g. profit and 
cash targets.

Hassim’s story

When Hassim set up in business a year ago, he prepared a detailed business 
plan for the business. It included the business idea, the resources required, 
the products he would produce and sell, a marketing plan, cash flow and profit 
forecasts and cost and pricing strategies. He has found the plan to be really 
useful. He used it early in the business to support his application for a small 
bank loan to buy equipment. The cash flow forecast is used on a monthly 
basis to compare to actual cash flow and check that the business is on 
track. The business objectives in the plan have been translated into individual 
and team business objectives to guide the focus of everyday operations 
in the business. One of the main benefits that Hassim has seen is that he 
had identified potential risks for the business from the current economic 
environment and the Brexit question and was able to put a contingency plan 
in place. This has ensured that Hassim’s business has survived where similar 
businesses have failed.
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Contents of business plans
Please read the following as it will help you to answer questions 19, 20 and 21.

A business plan is a document that collects together all the information about the 
business, what it will do and how it will do it. Business plans will be in different 
formats and include different information, but the main sections will usually include:

 • Executive summary

 • Owner’s background

 • Products and services

 • The market

 • Market research

 • Marketing strategy

 • Competitor analysis

 • Operations and resources

 • Cost and pricing strategy

 • Financial forecasts

 • Personal budget

 • Cashflow forecast

 • Contingency plan

Throughout the workbooks we have been looking in detail at the topics needed for the 
business plan so you will recognise some of these headings and what is required in 
the sections.

Executive summary

This is a summary of your business plan. It’s important because it explains your 
business idea succinctly. You may need to show your business plan to other people. 
The executive summary will help them decide if they are interested in supporting your 
business or can offer you any help. It’s useful for people who do not have time to 
read the whole plan but need to know the basics. Or for people who want to decide 
whether it is worthwhile reading the whole plan. It should summarise your business, 
explain the main aims and goals of the business and give a financial summary of the 
business. Objectives might include short term (the next year), medium term (2 to 5 
years) and long term (over 5 years) objectives. 
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Owner’s background

One of the things that potential investors, lenders and other people interested in 
your business will want to know is about you. They may want to know why you want 
to start a business and the experience and skills you have that makes this business 
idea possible for you. You need to include details of qualifications, training, abilities, 
experience and anything else that makes you the right person to start this business. 
This section will help to make people confident in your ability to successfully set up 
and run the business. 

Products and services

In this section you need to describe the products or services that your business will 
sell. You should describe your main products and services and any variations that you 
will sell. If you have pictures of products they can be included in this section. You 
should describe the features of your products and services. This section is important 
to show people what the business will be selling.

Market

This section will explain who your customers are and why they will buy products or 
services from you. You should describe a typical customer in terms of age, income, 
geographical area and whether they are individuals or businesses. You should 
identify why customers will buy from you rather than other similar businesses and the 
potential number of customers you may have. You should give information about any 
customers who have already agreed to use your business.

Market research

You have already learned about market research. This section in the business plan 
is important because it shows how the research you have carried out supports your 
business plan. The research you do should support the assertions you are making 
about your markets and customers. For example, the research might show that the 
customers you described in the previous section exist and are potential purchasers 
of your product or service. Research may show the size and type of market you are 
accessing.

SAM
PLE



Section 2: Developing a business plan

46 © LCG 2019 

Marketing strategy

This section explains how you will contact your customers. It is important to plan 
how you will tell customers about your business and the products and services you 
are offering for sale. You will explain the marketing materials you will use and the 
methods you will use to advertise and promote the business. You should include 
advertising and promotion, promotional material, website, social media, plans for 
direct marketing and any other strategies you may use.

Competitor analysis

It is important to be aware of the competitors you have in the market and how your 
products and services compare to theirs. You need to identify who your competitors 
are, where they are based, what they sell, how much they charge and the extent 
of their market (how many customers they have). You should try and identify the 
strengths and weaknesses of your competitors and see how your own business 
compares. Explain any advantages you have over competitors. Whatever your 
business, it is likely you will be taking customers away from existing businesses and 
you need to explain why you think you can do this.

Operations and resources

So far in the plan you have explained who you are, who your customers are and 
what you will sell. This section explains how you will operate on a day-to-day basis. 
You need to explain how you will make or buy goods or supply services, who will 
be involved, the equipment required, the suppliers you will use, the premises you 
will use, how you will meet legal requirements, insurance needed and how you will 
make and accept payments. A good way to do this is to describe the whole process 
from a customer approaching the business to you delivering the product or service 
and receiving payment for it; not forgetting to say how you comply with legal and 
regulatory requirements on the way and how you will control or eliminate any business 
risks.
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Cost and pricing strategy

This section sets out the costs and prices for your products and services. It is 
important for you and others supporting the business to understand how much a 
product or service costs to produce and the price you will charge for it. If you don’t do 
this accurately, you may end up working at a loss because your products and services 
cost more than you sell them for. Remember when setting prices that you need to 
consider your business expenses as well as the materials and resources that are used 
to make up the product. You may also want to consider the prices of similar goods 
and services in the marketplace when fixing your price.

Financial forecasts

You will need to estimate your sales and expenses so that you know how much 
money you need to start and operate the business. You should make sensible 
estimates of sales and costs. If your estimates are too high or too low, you will not 
have a realistic picture of the business. Sales levels may be based on the interest 
that customers have already shown in your business idea or on the market research 
you have carried out. Costs and expenses should be estimated using supplier price 
lists and related to the amounts of supplies required for the level of sales you expect. 
Remember to take account of seasonal variations. For example, you won’t sell as 
many ice-creams in the winter as in the summer.

Personal budget

One of the aims of most businesses is to support the business owner. To show that 
your business is able to support your personal financial needs, you should include a 
personal budget. This should explain how much you need to earn from the business 
in order to pay your own day-to-day living expenses. Some people may have other 
forms of income that will help support them while they set up the business e.g. an 
allowance from parents or a part-time job. This can be taken into account in the early 
operation of the business to show that you can manage without taking a salary or a 
full salary if required.
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Cashflow forecast

You have already learned about the importance of the cash flow forecast in 
determining the cash needs of the business. As well as identifying the cash highs and 
lows of the business, the forecast can be useful to support applications for finance 
and investment; or to attract partners or other senior managers to the business who 
have the skills that you need in the business.

Contingency plan

Most business plans will include back-up or contingency plan. This is a plan to adjust 
the business plans if things don’t go as expected. Contingency plans might include 
strategies such as:

 • Reducing costs by finding cheaper suppliers 

 • Producing fewer products

 • Negotiating longer payment arrangements with suppliers or shorter arrangements 
with customers so that you pay later or receive money earlier.

 • Finding new markets

 • Selling online to eliminate the need for expensive premises

 • Taking on part-time work to help to support the business until it is more profitable

Knowledge Activity 15: Look back at Elijah’s story in Section 1 of this 
workbook. If Elijah had not managed to obtain the bank overdraft he needed 
for his business, explain what other options he had to fund the setting up 
of his business or the changes he could have made to ensure that he could 
continue with his plans.SAM

PLE



Section 2: Developing a business plan

49Workbook 2

For your assessment, you will need to create a business plan for your own start up. 
You can find templates for business plans on the internet or your tutor may supply 
you with a template. The government website ‘Write a business plan’ provides useful 
links, templates and guidance for developing your plan. The site also has links to 
sample plans for all different types of businesses which may help you to write your 
own plan. You can find this at www.gov.uk/write-business-plan. If you have worked 
through both workbooks, you will have already gathered much of the information you 
need to put your plan together or will know how to find or prepare this information.

Reflecting on your business plan
Please read the following as it will help you to answer question 22.

One final step in business planning, is to reflect on your business plan and its 
potential. You should consider the plan as a whole and think about its potential in the 
market. Questions to ask are:

 • What are the real strengths of the plan? For example, a unique product or an insight 
into the market that others don’t have, or access to customers that others can’t 
access.

 • Are there any weaknesses? For example, a lack of experience, or a large number of 
competitors selling similar products and services.

 • Is the plan likely to help me achieve my objectives? Consider whether the business 
will support you and your family, help you gain the experience you need to move on 
to other things or be the first rung of a career ladder, for example.

 • Is my business likely to be successful in the market I have identified? Consider the 
real chances of success of your business and think about whether there is potential 
for the business to grow, for example.

 • Is there anything that would improve my business and how can I achieve that? It 
might be that with a little more investment, better premises or more skills that your 
business could achieve that little bit more. You could consider how you might be 
able to access these things now or in the near future.
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Summary

In this section, you have learned about:

 • The uses of the business plan

 • The benefits of a business plan

 • The contents of a business plan

 • Contingency planning

 • How to reflect on the business plan

Well done!

You have now completed Workbook 2 and should attempt 
the assessments. If you require any help or guidance, 
please contact your Assessor/Tutor.
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Further your knowledge and understanding of the topics in this workbook by 
completing the following extension activities.

Legal and financial considerations for a business start-up  

Extension Activity 1: Research and prepare a simple profit and loss account 
for your business based on your forecasts for the first year of trading.
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Extension Activity 2: Research and prepare a statement of conditions of 
employment for a potential employee in your own business.

SAM
PLE



Section 3: Extension activities

53Workbook 2

Developing a business plan 

Extension Activity 3: Based on your financial requirements for your own 
business, research suitable bank accounts, credit cards, loan accounts and 
other financial products that will meet your business needs.
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Extension Activity 4: Identify accounting software packages that would help 
you maintain accounting records and prepare invoices for your business.
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