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Ο1 / Α1 Analysis report
THE ‘STARTUP’ SITUATION IN UK
0. Introduction
According to the latest “Business Statistics” briefing paper disclosed by the House of Commons Library,
UK Parliament (2017), in 2016, there were 5.7 million businesses in the UK, while there were 414,000
business births and 328,000 business deaths. More specifically:





over 99% of businesses were Small or Medium Sized businesses – employing 0-249 people.
96% businesses were micro-businesses (about 5.5 million businesses), employing 0-9 people.
The service industries accounted for 74% of businesses;
The manufacturing sector accounted for 5% of businesses.

Table 1: Businesses in the UK broken down by the number of employees (data relates to the start of
2016).
Those statistics compiled last year show that the number of businesses has jumped by 2m since 2000,
rising from 3.5m to 5.5m. However, most of these (as shown in the table above) employ fewer than
10 people1 and a rising proportion are sole proprietorships. Microbusinesses account for 33% of
employment and 22% of turnover in UK. This means that micro-enterprises have a great impact on
the UK economy.
The rise of new startups may be mainly attributed to: a) the StartUp Britain, a business-led campaign
launched in 2011, which introduced or increased tax breaks for investors and owners of small
businesses and initiated the StartUp Britain NatWest bus, which has toured the country to give free
business advice to aspiring and provide advice to early-stage entrepreneurs, b) to the set up of a Start
Up Loans Scheme in 2012, which has handed more than £300m of loans to more than 46,000 startups through the British

1

An interactive map showing the total startups for each local authority in the UK can be viewed
at: http://startupbritain.org/startup-tracker/

Business Bank, a government-owned development bank. As it will be presented under section B.
Finance practices employed by UK startups, apart from the Start Up Loans scheme there are a plenty
of government-funded, EU-funded grants and crowdfunding opportunities available for the UK SMEs
as well.

0. Budgeting
0.1. Cash flow budget practices and tools adopted by UK-based SMEs
The preparation of a cash budget is an important management task for small businesses, but according
to the findings of the experimental research by Sian & Roberts (2009)2 (see also section 3), cash flowbased budget statements were less frequently used by SMEs in UK as they were often considered too
complex. For the cash flow-based budget, 70% of the SMEs claimed to use copies of invoices and
receipts to prepare their financial statements or tax returns. 50% used cash books or day books
prepared by hand while 26% of them used similar records using excel spreadsheets, and 50% of SMEs
used a fully computerised accounting system.
Although some small businesses may be able to survive for a time without budgeting, savvy business
owners realize its importance. A cash budget can protect a company from being unprepared for
seasonal fluctuations in cash flow or prepare a company to take advantage of unexpected quantity
discounts from suppliers. A company’s cash position determines how suppliers will be paid, how a
banker will respond to a loan request, how fast a company can grow, as well as directly influencing
dividends, increases to owner’s equity, and profitability.
When small businesses prepare cash budgets, they do it on a monthly basis, in order for them to be
able to analyze any variances between the budgeted and actual amounts for each month and stay on
top of any unexpected cash uses.
The main components mostly used for creating a cash budget are:




Time period: The period of time for which the budget applies (e.g. the next three months, six
months, twelve months or some other period)
Desired cash position: The predictability of accounts receivable and the probability of fasthappening opportunities (or unfortunate occurrences) that may require a SME to have a
significant reserve of cash.
Estimated sales and expenses: All future cash receipts and cash expenditures that will take place
during the time period.

The categories of expected cash receipts and expected cash payments that most often are considered
include:


Cash balance (the cash balance in hand): Expected cash receipts, cash sales (trade, discounts,
possible returns), collections of accounts receivable (percent of accounts receivable collected in the
period specified, percent to be collected in the upcoming time period, and percent that remains
uncollectible), other income (investments, dividends, or expected borrowing).
2

Sian, S. & Roberts, C. (2009). "UK small owner-managed businesses: accounting and financial reporting needs".
Journal of Small Business and Enterprise Development, Vol. 16: 2 pp. 289 – 305. Permanent link to this document:
http://dx.doi.org/10.1108/14626000910956065




Expected cash expenses: Raw material (inventory, mainly for business retailers or manufacturers,
pricing changes by the suppliers), payroll (including all appropriate local or state taxes).
Other direct expenses: Advertising (brochures, mailers, and newspaper ads), selling expenses
(salaries and commissions for sales, any travel or other sales-related expense not covered elsewhere),
administrative expenses (utilities, telephone, copying and day-to-day office expenses), equipment
expenditures (cash payments for equipment loans, mortgages, repairs, or other upkeep), other
payments (interest payments and taxes, other payments not included elsewhere).

SPOTLIGHTS: Most popular software systems available for UK-based SMEs



Cougar Mountain Software: Targeting only small businesses



Sage Intacct (cloud- based accounting system): Targeting all types of Businesses



AccountEdge is an on-premise accounting system: Targeting only small businesses



Budget Maestro: Targeting SMEs



QuickBooks Enterprise: Targeting SMEs



Acumatica ERP (cloud and mobile-based enterprise): Targeting SMEs



SAP Anywhere (cloud-based operation management solution): Targeting SMEs

Conclusions – Action needed




Investigate the current state of knowledge of SMEs about the main components for
creating a cash budget are.
Investigate if and how often do cash flow management statements
Investigate the ways and tools they use to keep or create cash flow management

1. Finance
2.1 How do the UK-based SMEs obtain financing
As per the policy paper “Small business: GREAT ambition” (2013) it has been admitted that, in the
wake of the financial crisis, many small businesses in UK have exposed to an over-reliance on bank
debt or to a self-financing from kin and kith.
Also, according to the latest SME Finance Monitor report by bdrc (2017)
 39% of SMEs were using any external finance, increasing by size of SME from 35% of 0
employee SMEs to (69%) of those with 50-249 employees.
 32% of SMEs were using one or more of the core forms of finance (overdrafts, loans and/or
credit cards), also increasing by size of SME from 28% of 0 employee SMEs to 61% of those
with 50-249 employees.
 18% of SMEs were using one or more of the ‘other’ forms of finance (leasing, invoice finance,
etc.), also increasing by size of SME from 15% of 0 employee SMEs to 40% of those with 50249 employees.



28% of SMEs reported an injection of personal funds into the business either as a personal
choice or as they had no choice.

Although this is the case for a major proportion of the small businesses, diverse funding sources are
also available in the UK ranging from bank loans, equity funding solutions including business angels,
enterprise capital funds and EU-grants. Therefore, under this section a review of these sources will
be presented that will help to structure the project training modules in the upcoming project phases
with the aim to helping the viable but under-served smaller businesses in the UK understand their
different finance options and access the funding-scheme tailored to their needs better to grow.
SPOTLIGHTS: Government-backed funding options






The British Business Bank initiative Startup Loans Scheme is providing finance for smaller firms.
Over 8,000 businesses benefitted from British Business Bank programmes over the last year,
and its ambition is to unlock up to £10bn of finance for smaller businesses over the next five
years. A Start Up Loan is a government-backed personal loan available to individuals looking to
start or grow a business in the UK. In addition to finance, successful applicants receive 12months of free mentoring and exclusive business offers to help them succeed. The loan is
unsecured, so there’s no need to put forward any assets or guarantors to support an
application. All owners or partners in a business can individually apply for up to £25,000 each,
with a maximum of £100,000 available per business.
The Business Angel Co-Investment Fund is a £100M investment fund with objectives to back
promising UK businesses and help develop the important business angel investment market.
Launched in November 2011, the fund makes initial investments of between £100K and £1M,
alongside syndicates of business angels in order to support high potential businesses and give
them the capital they need to develop and propel growth.
Enterprise Capital Funds (ECFs) combine private and public money to make equity
investments in high growth businesses. The ECF programme is a significant part of the UK
venture capital industry, with 25 funds facilitating finance to around 380 SMEs (as at end
October 2017).

Crowdfunding is revolutionising the way startups are being funded, involving the raising of funds by
obtaining many small investments from a large number of people. Crowdfunding platforms offer small
companies a way to raise large sums of capital from a variety of minority investors in a short time
frame. Crowdfunding has emerged as a significant source of high-growth company finance in the last
few years. This form of business fund raising is proving increasingly popular in UK and many startups
are now seeking to fund their enterprise this way.
Although investment in British startups and growth-stage companies remains "stagnant," in 2017
according to new data from investment tracking platform Beauhurst, the investment increased by
2.2% in the first quarter of 2017, hitting £938 million.

SPOTLIGHTS: The 4 most popular crowdfunding platforms in UK


Seedrs was originally UK focused and based, and has now expanded its platform out to investors and
startups across Europe. Seedrs is considered the most active funder of UK private companies by
amount raised and the number of deals funded according to the Beauhurst report 2017. They focus on
fundraising investment for startups in exchange for equity. One of the key benefits to their system is
they operate a nominee structure holding shares on behalf of investors, simplifying the process greatly
for startups and investors. As to fees, you create your campaign and only pay a tiered fee if your
fundraising is successful.
Targeting/ Audience: UK and Wider Europe, Type: Equity Crowdfunding/ Startups.



Crowdcube is currently one of the world’s largest equity based platform for startups looking to raise
investment. Whether you’re looking to raise £100,000 or millions in finance, the reach and network
around the platform make it a strong contender to list on for those looking for equity funding.
Targeting/ Audience: UK and Europe, Type: Equity-Mini Bonds Crowdfunding/ Startups, Successful
raises: 630



Crowdfunder is primarily focused on reward-based funding for individual projects. They have a massive
network/ reach to an engaged audience of funders. At the beginning of January 2017 they had given
away £1.000.000 of grants to projects.
Targeting/ Audience: UK, Type: Reward Based Crowdfunding/ Creative/ Startup/Tech/ Community/
Sports



SyndicateRoom is targeted exclusively at sophisticated investors who understand that in early stage
businesses involves risks, including illiquidity, lack of dividends, loss of investment and dilution, and
make their own investment decisions. Qualifying investors receive tax relief on their initial investment
and additional relief in the event that the company they’ve invested in fails.
Targeting/ Audience: UK, Type: Equity Crowdfunding



Business Growth Fund (BFG) is the UK and Ireland’s most active investor in small and medium-sized
companies according to the Beauhurst report (2017). Hundreds of companies are using their equity
capital investments to accelerate growth.

Apart from the above funding sources, at the beginning of 2018 there were available 276 business
grants and funding schemes for small businesses in the UK. The majority of grants are funded by
national government, local authorities and European Commission to support deprived areas, to
stimulate technological advance through research and development, to make a local or the national
economy more competitive in a specific sector. Overall 99% of these government initiatives have the
objective of growing the economy and in the process creating jobs.
Grants for SME’s typically range from £500 all the way to £500,000 and much more. The larger the
grant funding award usually, the more complex the eligibility conditions and the process of applying.
Many grants are match funded, meaning that to be eligible for a grant the applying business must be
able to raise internal or external finance to meet a % of the costs of the project.

Conclusions – Action needed


Investigate the current state of knowledge of SMEs about the diverse funding opportunities
available at national or European level (i.e. government & EU-backed up funding, local
and/or national grants).



Investigate the current state of knowledge of SMEs about the equity financing and the
business angels, focusing on the options and types of crowdfunding available at national or
European level including crowdfunding platforms, ways of attracting business angels per
type of businesses or projects, ways of launching a project to raise crowdfunding.

3. Cash flow management
3.1. Forecasting practices – Cash flow statement analysis practices – Cash flow automation tools

A desk research on Internet proves that there is a growing interest in the provision of how to run a
business addressing the small business entities in UK mainly provided by private business advice
platforms (e.g. startups, turor2u, entrepreneur handbook, etc.).
Despite the diverse offer of fee-based business advices offered, research investigating the accounting
and financial reporting and forecasting needs and practices of small enterprises remains relatively
scarce. Therefore, any findings concerning forecasting practices and cash flow statement analysis
practices adopted by UK SMEs were drawn from the experimental research conducted by Sian &
Roberts (2009) (see also section 1).
Following the findings of this research, financial statements by small owner-managed entities in UK is
taken over in 57% of SMEs by external accountants or bookkeepers. There is a high correlation
between size of the SME and sophistication of accounting system. While 50% of the SMEs use
accounting management software, only 29% of microbusinesses (with a turnover of less than
£100,000) had one, in contrast to 67% of those with annual turnover in excess of £500,000. Nearly all
of the SMEs (93%) produced financial statements. All SMEs produce a balance sheet and an accrualsbased income statement possibly because they are advised to do so by their accountants guided by
existing UK guidelines and legislation. However, only 10% instead produce a cash flow-based income
statement.
Of the SMEs 70% claimed to use copies of invoices and receipts to prepare their financial statements
or tax returns. 50% used cash books or day books prepared by hand while 26% of them used similar
records using excel spreadsheets, and 50% of SMEs used a fully computerised accounting system.
The information related to financial statements used most commonly on a monthly basis is bank
reconciliation statement information, used by 44% of SMEs, while the Cash flow statement (32%),
the Balance Sheet (30%) and the Income Statement (26%) were nearly as popular. 43% did not look
at forecast profit or cash figures and 52% did not look at any other type of forecast or budget
information as shown in the Table 2 below.

Table 2: Frequency of use of financial information for running the business used by UK -based SMEs (Source:
Sian & Roberts, 2009)

In addition, the majority of SMEs were found to not be particularly financially aware with few having
any training in accountancy or business management. The SMEs found annual reports and bank
statements and, to some extent, quarterly or monthly management information to be important
sources of information. However, the most commonly used data were the bank reconciliation and
income statements, while balance sheets and cash flow-based budget statements were less
frequently used, as they were often considered too complex.
3.2. e-Invoicing adoption and tools
As per the Use of e-invoicing by UK SMEs report (2013) prepared by The Association of Chartered
Certified Accountants (ACCA), e-invoices are invoices that are issued and received in an electronic
format that ensures tax and general regulatory compliance; they are transmitted, processed and
archived fully electronically from end to end throughout their life cycle (ACCA 2012).
Based on the findings of this report, although the volume and value of e-invoices sent by UK SMEs is
unclear to estimate, e-invoicing adoption by its users (just over 2% of the SME population) account for
at least 8% of all SME turnover, around £124bn a year. A much greater percentage of SMEs send
invoices that may not be fully electronic (e.g. most in PDFs). It seems that the primary driver of einvoicing is the presence of multinational businesses, who are able to dictate policies to their
suppliers. This implies, however, that the ability to embed e-invoicing into the business could
determine SMEs’ access to international supply chains – further strengthening the case for wholesale
adoption in the UK.
Behavioural traits can also be discerned in the e-invoicing adoption. The relatively few SMEs that are
more likely to adopt e-invoicing are good at developing and adopting internal policies, from quality
management to human resource management or even the use of credit cards, so are businesses that
are used to trading online.
As concluded by the report banks and other finance providers could have a substantial incentive to
offer e-invoicing services if this could lead to cross-selling of other products, while SMEs that send einvoices should be able to access invoice discounting.

Conclusions - Action needed






Investigate the types of accounting and financial reporting statements they submit.
Investigate if the owner managers of SMEs do the accounting and financial reporting
themselves and/or if these tasks are taken over by accountants.
Investigate if they use any accounting software and which.
Investigate what are the main barriers considered for not adopting accounting
systems/software.
Investigate the state of knowledge of SMEs about the benefits from forecasting
reporting and cash flow management and e-invoicing tools.

4. ICT-enabled Business Development
4.1.
eProcurement adoption and practices - eCommerce integration - Use of
virtual marketplaces
In recent years, interest in e-procurement systems has grown significantly, as commercial
organisations have made substantial efficiency gains across the purchasing function through the
application of such systems, like reducing costs and providing access to procurement information to
anyone, anywhere, and at any time (Carayannis & Pospecu, 2005)3. It is argued that firms in sectors
such as wholesaling and retailing may struggle to grasp IT technologies. A number of issues such as
the lack of resources, the size of the company and the high setup costs associated with e-business
can be considered as the main barriers. The findings of a study investigating the barriers to e-business
implementation by SMEs in UK (Chang & Dasgupta, 2015)4 showed that there was a good perception
of e-business amongst the studied case SMEs the majority of which operate in IT-related industries
and have been involved in new technologies. All the firms that have attempted e-business agreed that
the concept is innovative and important and should be considered as part of their long-term business
planning process. However, concerns have been identified among the SMEs who have not considered
or been unable to embark on e-business, stating that e-business is not an urgent business objective
or not of significant relevance to them. A number of reasons have been given, such as: nonapplicability of e-business to their markets, lack of e-business knowledge and, the absence of relevant
standards and regulations. External support, in particular from the government, was found also to be
critical to SMEs and this might mitigate size and resourcing issues.
Past studies have indicated that smaller organisations had a greater share of purchases on-line in the
use of e-procurement (7% greater) than medium sized organisations across a range of industries
(Batenburg, 2007)5. Kauffman and Mohtadi (2004) proposed a trend in general e-procurement namely
3

Carayannis E. and Popescu D. (2005). Profiling a methodology for economic growth and convergence: learning
from the EU e-procurement experience for central and eastern European countries, Technovation, Vol. 25 1-14
4
Chang, J. Dasgupta, B. (2015). “An Investigation of the Barriers to E-business Implementation in Small and
Medium-Sized Enterprises”. In World Academy of Science, Engineering and Technology International Journal of
Business and Economics Engineering, Vol 9:1.
5

Batenburg, R., 2007. “E-procurement Adoption by European Firms: A Quantitative Analysis‟. In Journal of
Purchasing and Supply Management. Vol 13 (3), 182-192.

that adoption of standard e-procurement platforms needs to assess costs and therefore risk tradeoffs
for small and large firms. They suggest that smaller organisations tend to use open source rather than
expensive solutions to mitigate the cost barrier whereas larger organisations tend to purchase state
of the art and bespoke systems6. The findings of this research would support the view in that
organisations that spend most and least on procurement have the greatest median percentage of eprocurement. In relation to the e-commerce integration by SMEs and use of statistics and fast
broadband Internet, statistics for 2016 disclosed by the Office for the National statistics in the UK
(Statistical bulleting for 2016) show that, while 82% of micro-enterprises (0-9 employees) having
internet access, only 5.8% of them having a superfast broadband, with an internet speed of 100
megabits per second (Mbps) or more. While 58% of businesses with 1,000 or more employees made
e-commerce sales, just 8.5% of micro-enterprises did so, although there was an increase in website
sales of microbusinesses since 2009. In 2016, website sales by businesses with 10 or more employees
were £220 billion. This was nearly double the value of £111 billion website sales in 2009, with growth
every year over this period.
As with other uses of information and communication technologies (ICT), the likelihood of a business
interacting on social networks is related to its size; 90% of the largest businesses (1,000 or more
employees) used these networks, compared with 58% of businesses with 10 to 49 employees and 30%
of micro-enterprises (0 to 9 employees).
Although this data show that less than one third of microbusinesses and about a half of small
businesses in UK find it difficult to break into new markets at home and abroad using e-commerce,
the percentages are very high compared with the mean in other European countries. This is also
confirmed by the figures on the statistical portal Statista, which in 2015 placed the United Kingdom as
the third largest e-commerce market in the world. Furthermore, the same figures reveal that in 2015,
online retail in the UK grew by 12.6 percent, mobile e-commerce is a key growth sector, and the mcommerce user numbers grew steadily for three years since mid- 2013.
SPOTLIGHTS: The most popular e-commerce available software in UK



Setting up a fully functional e-commerce website is relevant easy in 2017 thanks to the growth in eplatforms like Magento, Shopify and Sellr.
Alongside the e-commerce website, a SME may also consider setting up on third party platforms and
online marketplaces, such as eBay, Amazon or Etsy, to increase their online sales.

Conclusions - Action needed
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Investigate the barriers to e-business implementation by SMEs.
Investigate the state of the knowledge of SMEs about the benefits from embarking on
online sales.
Investigate if they are aware of the diverse, relatively cost-effective solutions for
setting-up e-commerce website shops or setting their online shops on third party
platforms.

Kauffman and Mohtadi (2004), Proprietary and Open Systems Adoption in E-Procurement: A Risk-Augmented
Transaction Cost Perspective, in Journal of Management Information Systems, Vol 21. 137 – 166.

