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1. Implementing financial management for basic business actions 
 

Financial management literally means to be able to understand how to run your business 

from financial standpoint, i.e. to be acquainted with your business’ costs and revenue 

sources and structure; to understand what roles different stakeholders play for your 

business’ profit and legal existence – including but not limited to customers, suppliers, tax 

authorities and investors; and most importantly to be able to evaluate different financial 

opportunities and make informed financial decisions, such as how to price your products 

and services and how to fund them. Understanding financial managements means that you 

have a better chance running a successful profitable business. 

The main goal of this chapter is to provide an understanding of the aspects of the financial 

management by presenting its main tools and components. The chapter shall serve as a 

guide into budgeting, forecasting and controlling as essential parts of running a business. 

 

1.1 Financial budget – what is it and why do you need it for your business? 
The financial budget is a schema of your business’ expected revenue and costs for a future 

period – usually for the next financial year. It is usually based on the volumes of goods or 

services you anticipate selling to your customers, and the quantities and prices of different 

materials, utilities, labour, rent and other costs you will need to incur in order to deliver the 

goods or services to your customers. 

The financial budget is one of the main tools to help you understand whether your business 

idea can be profitable and under what circumstances, i.e. how much money you can earn 

from it and how much you will need to spend in order to run it. The budget is a financial tool 

required by various stakeholders, including investors, banks and auditors. 

1. Define your financial year start and end 

In order to create your budget, you need to know your business’ financial year start and 

end. Some EU countries allow each company to define its own financial year start, meaning 

that one company’s financial year might start on 1st May, while another can start on 1st 

November. No matter from which month the company’s financial year starts, it continues 

for exactly 12 calendar months (e.g. from 1st February 2022 to 31st January 2023). Other EU 

countries have a fixed financial year – for all companies it starts on 1 January and ends on 31 

December. 

You need to inquire about the rules in your country before you start your own business. 

Such information can be found on your national tax authority’s website. Any accountant, 

lawyer or business owner can also help you figure this out. Your business’ financial year can 

be shorter than 12 calendar months in the first year of its existence (e.g. if you register your 

company on 18th September 2022 and its financial year end is on 31st December 2022). Your 

financial year cannot be longer than 12 calendar months. 
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2. Budget duration 

Good practices require that the business has a financial budget for the next financial year, 

but it can also be created for longer periods, such as 3 or 5 years. Often investors and banks 

will require this if you apply for funding or a loan. Alternatively, a budget can also be created 

for or divided into shorter periods such as 1, 3 or 6 months. 

3. When to create your financial budget? 

The budget should be finalized before the start of the financial year or the period it relates 

to and once done it is not supposed to be changed. The budget is supposed to remain 

constant until the end of the period it relates to so that you can use it as a baseline to 

estimate your monthly actual performance against it. 

You are also supposed to create a financial budget for your business before you start it. If 

you plan to register your company half-way through the financial year, then your budget will 

cover a period shorter than 12 months (until the end of the financial year). 

Ideally, you will start working on the budget for the next financial year about 3 months 

before it starts so that you have enough time to revisit your agreements with different 

suppliers, search for various types of funding, if needed, set targets for your sale volumes, 

revisit your pricing strategy and renew any expiring customer agreements. 

4. Steps to create your budget 

4.1. Choose a technical tool 
First, you need to choose a tool which you want to use for your business’ budget. Most 

companies create their budgets in MS Excel because it is very functional, flexible and simple 

at the same time. It is a great tool for the purpose, and we would recommend you use it. 

You can benefit from the build-in templates or search the web for a template you like and 

then customize it for your own needs. 

 

 Launch MS Excel. Click the File tab and select New. Type the document type in the 

Search for online templates field. Scroll through the results to find a template that 

suits your needs.  
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4.2. Choose your business’ budget structure and main categories 

When creating your budget aim to keep its structure simple. Most small businesses have 

one section for the revenue and one for cost. They can be sited in separate sheets. However, 

it is important to have one summary sheet where you can sum those two sections to 

calculate your business’ profit for the period. 

 

Next, you need to define your budget’s revenue and cost categories. 

Your business might have one or more revenue sources. This will depend on the number of 

different categories of products and services that you produce and/or you sell. For example, 

if you saw and sell dresses you do not need to divide your revenue into ‘Revenue from short 

dresses’ and ‘Revenue from long dresses’. This will only overcomplicate your future 

analyses. However, if you not only sew and sell dresses but you also trade with shoes, which 

you buy ready-made and only re-sell them, then you need to have two separate revenue 

categories: ‘Revenue from sale of dresses’ and ‘Revenue from trade with shoes’. 
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Remember that using formulas will both save you lots of time and prevent you from making 

trivial errors. 

Using various charts will help you understand better the numbers on the sheets. 

 

Analogically, you need to define your budget’s expense categories. They will probably be 

more diverse. You need to incorporate all possible types of expenses applicable to your 

business. This might include materials costs, wages and social security, rent and utilities, 

various professional costs such as fees for accounting and legal services, depreciation 

expenses and others. Think carefully and make sure that you do not omit any type. This is a 

crucial step for assessing accurately the expected profitability of your business! Running a 

home-based business might reduce some of the costs, but you will need to consider also a 

scenario when your business mature enough and requires an office space for your potential 

employees.  

Be very careful to include all fees (it defers from taxes)that are required based on your 

national legislation/authorities.  
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If you are creating an annual budget, it is best to have both a monthly and a total year view. 

You can use different sheets for the purpose as shown on the screenshots here (refer to 

screenshots above for a total year view and to the screenshots below for a monthly view). 

Make sure that you use formulas to connect the numbers from the monthly view sheets 

with numbers in the total year view sheets! 

 

 

 

 

4.3. Follow the accrual principle 

In accounting there is one main principle which we advise you to apply to your budget as 

well – the accrual principle. It is also called ‘matching’ principle because in its essence it 

requires you to recognise expenses in the same period as the one in which the 

corresponding revenue is being earned, so to say to ‘match’ costs and revenue, regardless 

of the moment in which the cash flow is being incurred. 

An example. In order to start sewing dresses for your business, you need to buy a new 

sewing machine. This machine costs EUR 2,000. You purchase and pay it to the supplier in 

the first month of your business’ existence. The supplier told you that the expected useful 
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life of this machine is about 5 years. This means that you expect to use it for 5 years and 

then it will probably start breaking, so you will need to scrap it and buy a new one. 

Despite the fact that in the moment you bought it you paid EUR 2,000, following the accrual 

principle means that you will not recognise expense of 2,000 in this same month. You will 

recognise only EUR 33. Why? Because the useful life of this machine is 5 years. Thus you 

need to spread its cost across the same period, or divide EUR 2,000 by 5 years to calculate 

the annual expense of EUR 400. To calculate the monthly expense, we further need to divide 

EUR 400 to 12 months, which makes EUR 33 per month.  

How did we meet the ‘matching’ principle? Well, because we expect to receive benefits 

from this machine for 5 years, we divided its cost to 5 years, meaning we matched the 

period in which we recognise the cost of the machine to the period in which we expect to 

earn revenue by sewing and selling dresses, using this machine. 

Make sure you apply this principle to the huge costs you incur in relation to any essential 

long-term equipment you buy to run your business! 

This principle is so important for the accounting world that any type of accrued expense in 

relation to your long-term assets is called with a special name – depreciation expense. In our 

example the monthly cost of EUR 33 is your business’ monthly depreciation expense. 

4.4. Customise your tools in a way that you can compare your budget to the actual results 

once the financial year starts. 

Once your financial year starts, you need to start comparing your actual revenue and costs 

to the budgeted one. 

It is a good practice to perform this exercise on a monthly basis. It is recommended to 

customise your budget tool in such a way that you can input your business’ actual revenue 

and costs for the month in the same excel sheets. Use formulas to sum the profit for the 

month and compare the actual results to the budgeted one. Analyse what the reasons for 

any variances might be. 

Remember that there is no point creating a budget if you never open it once the financial 

year starts! Tracking your actual performance to the budgeted one enables you to see any 

potential opportunities for further expansion of your business as well as any potential 

threats that risk your business’ existence! 
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Do not forget to use charts for better visualization of your business’ results! This will help 

you understand better what you did great in your business and in what you still need to 

improve. 

NB! Most companies usually do not include the income tax into their financial budget, 

meaning that in their budget they show their Profit before tax. This is because the budget is 
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a planning tool focused on the revenue and costs that the business incurs in relation to its 

operations; and also because the income tax is a percentage of the achieved Profit before 

tax. We will provide more information about tax in the Taxation section below, but 

eventually each business needs to calculate and pay their income tax to the tax authorities. 

Only after subtracting the Income tax from the Profit before tax, you are able to evaluate 

the Net profit of your business.  

 

5. Other types of budgets 

As you have probably already grasped, the financial budget is nothing more than a plan of 

your business’ revenue and costs for a defined future period. 

However, there can be other types of budgets too. 

You can budget your cash inflows and cash outflows for a future period. Maybe you are 

wondering how is this different from the budget we were reviewing above? Well, in the cash 

flow budget you do not apply the accrual principle. For our example with the sewing 

machine this means that you will budget the whole expense of EUR 2,000 in the month you 

paid for it. If you do not consider your cash-in and cash-out for the month and for the year, 

you risk that your business runs out of cash at some moment. This might lead you to a point 

in which you have a nice expensive equipment, but you have no cash to buy the materials 

you need to use it with (e.g. fabrics and threads to sew with) or you cannot pay your rent or 

accounting fees. The cash flow budget helps you measure the liquidity of your business, 

which we will talk about in the next section. Being aware that you might run out of cash by 

buying an essential equipment might led you consider funding your investments through a 

loan from the bank or a leasing company. 

 

1.2 Financial planning – how to create and manage effectively financial 
forecasts? 

Financial forecasts are very similar to a budget. There is one main difference though. If a 

financial budget is created before the start of the financial year and is not supposed to be 

changed until its end, the financial forecast covers the same period but is being updated 

regularly throughout the financial year. 

An example. Your financial year starts at 1st Jan 2023 and ends at 31st Dec 2023. You create 

your budget in November 2022 and once 2023 starts, you start comparing your actual 

results (revenue and costs) on a monthly basis, without changing your budgeted numbers. 

You use it as a baseline. 

When it comes to your financial forecast, in January it is advisable to use your budget. 

However, once January 2023 is closed and you have compared your budgeted numbers for 

January to your actual revenue and costs, you might see that there is some gap in either the 

revenue or the cost side. Maybe the costs for materials have significantly increased due to 
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market conditions? Or maybe there is a significant demand for your products that you have 

not foreseen three months earlier when you were creating your budget? Think what 

implications those ‘gaps’ between your budgeted and actual amounts for January might 

have for your business for the upcoming months? Are there any hidden opportunities or 

risks that you want to consider? Based on your conclusions, start changing the copy of your 

budget, which you used for initial annual forecast. Adjust your revenue and cost figures for 

the upcoming months as you see fit. Once February is closed, you are supposed to compare 

actuals to both your budget and your forecast! Analyse any gap between the budgeted and 

actual numbers for the month and between the forecasted and actual numbers for the 

month. 

You are supposed to review and adjust, if needed, your financial forecast for the year on a 

monthly basis. Your forecast is supposed to incorporate the actuals for the months that have 

already passed and your current expectation for the upcoming months until your financial 

year end! 

Each time you update your annual forecast with actuals for one more month that is over and 

your current expectation of revenue and costs for the upcoming months, do not forget to 

check the Total year revenue, cost and profit! You do not want your business to 

unexpectedly end up with a Loss for the year!  

If this happens stop and review again and more carefully both your revenue and cost side of 

the budget. Which one is causing your business to be negative in profit? Is it that you sell 

significantly less quantity of goods and services than in your budget? If so – can you raise 

your prices or should you actively search for new customers? Or is it that your main 

suppliers have increased their prices for materials? If so – can you search for a new supplier? 

I hope that now you understand why it is important to have your budget and forecast in 

place and how they can help you manage your business successfully! 

 

1.3 Financial controlling – role in managing your business.  

Having mastered budgeting and forecasting, you are already armed with some of the most 

important tools that help you hold under control your business. Financial controlling aims 

nothing more but the ensure that you hold your financial matters under control. 

In this chapter we will add just a few more but essential tools that can help you understand 

and manage your business better. 

1. Assets 

Assets are any short- or long-term resources that your company owns or controls and can 

use to produce future economic benefits to the business. They can be divided into short-

term and long-term assets. Examples of short-term assets are cash in petty cash and in bank, 

trade receivables from clients, which are expected to pay you after you have already 
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provided them with goods or services, and other. Examples of long-term assets are any 

machinery, equipment or vehicles your business owns or controls. 

2. Liabilities 

Liabilities are any future sacrifices of economic benefits that your business will have to make 

to suppliers, landlords, utility and leasing companies, banks or other stakeholders. If the 

asset is something you own, the liability is something you owe. 

What you need to understand is that it is crucial for your business to hold your assets and 

liabilities balanced, i.e. your company doesn’t go into bankruptcy due to too high levels of 

debt.   

3. Liquidity 

We already mentioned this term earlier when we were talking about cashflow management. 

Liquidity is a measure of your business’ ability to pay its debts when they fall due. This 

includes both smaller expenses such as rent or accounting fees, and larger such as bank or 

lease payments. 

If you do not have the cash available in the moment those obligations fall due, you risk 

losing key suppliers, incurring late fees and even being involved into legal proceedings. 

Banks can also collect your property if you have many overdue payments. 

So how to measure your business’ liquidity, i.e. your business’ ability to pay its obligations 

when they fall due? There is a simple formula you can use: 

𝐿𝑖𝑞𝑢𝑖𝑑𝑖𝑡𝑦 (𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑟𝑎𝑡𝑖𝑜) =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑎𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
, where 

Current or short-term assets are any assets that the company owns and can convert into 

cash within one year. I would advise you to include here the cash in petty cash and in bank 

accounts and accounts receivable from your clients (this is the cash that your customers owe 

you for goods and services that you have already provided to them). 

Current or short-term liabilities are your company’s financial obligations due within one 

year. I would advise you to include here all accounts payable (cash that you owe to your 

suppliers for goods and services that they have already provided you with), any contracted 

obligations per long-term agreements with landlords, accounting professionals, utility firms 

and others, short-term debt (loan payments to banks, lease companies, etc.), income tax 

owed and other short-term liabilities specific to your business. 

- If the ratio is higher than 1, this means that your short-term assets are more than 

enough to cover your short-term liabilities. Your business is in a good position! 

 

- If the ratio is equal to 1, then your short-term assets are just enough to cover your 

short-term liabilities. Your business is in a questionable position. 

 

- If the ratio is lower than 1, this means that your short-term assets are not enough to 

cover your short-term liabilities. You have a problem! You need to carefully analyse 
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your business current state and forecast, and to think how you can increase your 

short-term assets (earn more cash) and/or how you can decrease your short-term 

liabilities (decrease any payments that are not crucial for your business’ existence or 

substitute them with cheaper alternatives). If you have bank payments falling due, 

which you anticipate not meeting, you’d better proactively visit your banker and try 

to re-negotiate your loan conditions before you have delayed a due payment. 

 

To be on the safe side, make sure that you calculate your business’ liquidity ratio once a 

month. 

4. Gross and net profit 

Gross profit is the difference between your business’ revenue and the costs associated with 

making and selling its product or providing its services (also called Costs of goods sold). In 

Cost of goods sold you should include all costs of materials, transport costs to send goods 

customers, and direct labour costs, and not include any fixed costs such as rental payments, 

accounting fees, indirect labour costs, marketing costs, office supplies, bank payments, 

income tax. 

Net profit is simply the difference between your business’ revenue and total costs, including 

costs of materials, labour, transportation and administrative costs, rental and utilities 

payments, accounting fees, marketing costs, bank and lease payments, depreciation, taxes 

and any other business costs. 

Both gross and net profit are calculated for a given period of time, such as one month, 

quarter or financial year. 

Keeping track of your business’ gross profit will enable you to be informed about your 

products’ competitiveness on the market, while keeping track of the net profit will prevent 

you running into debt. 

Having a negative gross or net profit means that your business is unprofitable and at high 

risk to go into bankruptcy! You need to analyse the reasons for that and take immediate 

measures on restructuring your business operations, be it by decreasing variable costs, re-

negotiating contractual agreements or finding new customers or partners. 

5. Return on investment (ROI) 
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Return on investment is a measure that helps business owners and investors evaluate the 

profitability of an investment, i.e. from each EUR 1 invested in a product or a company how 

much they will earn in return later, within a given period of time. ROI measures the gain (or 

loss) from an investment relative to the investment costs. 

There is a formula you can use to calculate ROI for your business: 

𝑅𝑂𝐼 =
𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡

𝐶𝑜𝑠𝑡 𝑜𝑓 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡
× 100 

Cost of investment is any significant amount of money you need to spend to start your 

business, such as expensive machinery or equipment, plants and properties. 

You can calculate the ROI for the first, second, third year of your business existence 

separately or alternatively you can sum the (expected) Net profit from your business for say 

5 years and divide it by the investment costs. 

The return on investment is not very accurate measure mainly because it does not take into 

account the time value of money. However, it is an easy to calculate and yet relatively 

accurate measure, thus we advise you to use it. 

Calculating ROI for any future business initiatives that you consider undertaking can be a 

powerful tool to understand whether they are potentially profitable or not. ROI is valuable 

for being used before you have invested money into an idea, product, equipment or 

business. However, it can be also calculated in the post-investment period, mainly for 

analytical purposes. 

There are many other financial tools and measures that you can learn about and can help 

you successfully run your business. In this chapter we have listed only the most important 

one. 

Remember that without financial controlling you risk being surprised with unpleasant news 

and crisis you could have prevented, such as your business going into debt and even into 

bankruptcy! Or omitting great growth opportunities which could significantly increase your 

revenue and profits! 
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2. Taxation – what are taxes and why do you need to have a basic 

understanding of it? 
Taxation is a compulsory financial charge towards governmental institutions. Generally, taxes 
are imposed on what you earn, what you buy and what you own. You need to know that if 
you want your business to exist legally, you are obliged to comply with national and European 
union tax regulations. 

There are different types of taxes but as a start you need to be aware of the main ones. 

1. Individual income tax 

Individual income tax is levied on the personal wages that you pay to yourself and your 
employees. Its weight can be shared between the employer and the employees, but it is paid-
in to tax authorities by the employer on a monthly basis. Same is applicable for the compulsory 
payroll contributions to various national social insurance funds such as pension, 
unemployment, common illness, maternity, etc. You don’t need to be aware of all details if 
you use external accounting services. 

2. Corporate income tax 

Corporate income tax is levied on your business’ profits. It is paid annually after your business’ 
financial year end. It might be handled by your external accountant, but you need to know 
that your expenses are not over with your business costs. After you calculate your Profit 
before tax by extracting all costs attributable to your business from the revenue for the year, 
you will have to pay a certain percentage of tax to the National tax authorities. This 
percentage will vary between different countries in EU. Some countries use a fixed 
percentage, others use progressive scales where the more profit a business has, the higher 
would be the percentage they need to contribute to the tax authorities.  

3. Value added tax (VAT) 

Value added tax is a charge on the consumption assessed on the value added in each stage 
of production of goods or services. This means that if you buy materials from a supplier, which 
you use in your business to produce goods, the VAT until the production stage of those 
materials will be incorporated in the total price you pay to the supplier. The price will usually 
be including VAT. This will be written on the invoice the supplier sends. Subsequently, when 
you sell goods to your customers, you will also include VAT in the price, which is calculated as 
a percentage of the price you have defined excluding VAT.  

Remember that it is your obligation to pay in to the tax authorities the total amount of VAT 
accumulated through all production stages. However, you are also eligible to request a VAT 
deduction for the VAT amount you have paid to your suppliers. In this way, you will only be 
charged with tax on the value added to the products from your business operations. 

Now, not all businesses are obliged to be VAT registered. There are certain criteria, which if 
your business does not satisfy, you are not obliged to register your business under VAT 
legislation. They usually concern your profit levels. This threshold varies for different EU 
countries. The percentage of VAT that is being applied to the value of your products also varies 
across different EU states. In some countries there is a single percentage applied to all goods 
and services, while in other EU states there are several percentages depending on the type of 
goods and services. There are also certain products that are VAT exempt. 
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VAT declarations for VAT payable on your business’ sales and VAT receivable on your business’ 
purchases are send to tax authorities on a monthly basis. 

Remember that there are penalties if you fail to comply with tax legislation. They might reach 
thousands of euros, so make sure that you are acquainted with and follow tax regulations! 

It might sound as a complicated matter, but it is important to be aware of at least the basics. 
If you are using external accounting services, ask your accountant to explain it to you in a 
simple language. You can also consult with your national tax authorities. 

To learn more about applicable taxation regulations in your country, refer to the website of 
your National tax authority. 

 

 

3. Funding – types and role 
 

Funding is the process of attracting resources to finance your business. You might have the 
brightest idea but without money to finance it, it would be hard to realize it. Thus, it is 
important to know how you can attract money to support your business needs and what the 
different types of finding are available. 

Many small business initiatives start by using the triple F type of funding – The 3F’s standing 
for Friends, Family and Fools. They ask their friends, family and other adventurous people 
who see potential in their idea to collect small amount of money with which they can buy 
initial equipment to start their business operations. They often use this type of funding 
because in the beginning it might be difficult to collect funds from a bank or other market 
investors. The amount of money from 3F’s however will usually not be very significant. This is 
also type of funding that you will most probably be able to utilize only once or a few times 
and only in the beginning of your business’ operations. 

Once you get your business running, the most common type of funding that companies use is 
their own business’ profit. Yes, if you are successful in your business operations, your 
company will be generating profit! Instead of draining the accumulated profit and spending it 
for personal needs, it is smarter to leave it in the company and invest it to improve your 
products or services or to create a new one. Your business’ profit can be a powerful funding 
source! The positive side of it is that you do not owe money to anybody else, and you will not 
have to pay interest on it. Unfortunately, in the first years of your business’ existence the 
profits might not be sufficient to make huge investments. 

For this reason, many companies use different types of bank loans to finance their everyday 
operations and new business initiatives. One thing to remark is that banks are very 
conservative institutions, and they will require you to pledge any expensive property, plant or 
equipment that you or your business possesses, as well as your business’ future incomes. The 
bank will also impose you to pay interest on the principle amount you ask them to lend you. 
If you do not pay your obligations once they fall due, the bank can collect all assets you have 
pledged to them. Positive sides of the bank loans are that they are relatively affordable and 
can be repaid within a long term, which allows you to repay your debt from the future income 
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that the investment has generated. Banks are also open to renegotiate your obligation if you 
proactively communicate with them any potential challenges to meet your loan payments. 

Nowadays, there are many Non-refundable grants and subsidies available to finance your 
business needs. You can apply to various National and European Union institutions to utilize 
funding from. The main advantage is that you will not need to repay those funds. However, 
there are a number of criteria your business will need to satisfy in order to receive the money. 
First, they are often granted for a specific project or initiatives, not just for starting any new 
business. Secondly, you might need to co-finance your activities, so you still need to invest 
some of your own funds. Most importantly, you will need to report on a regular basis how you 
spent the money and prepare certain documentation to apply and utilize them. It might be 
beneficial to hire an external consultant to walk you through the process. Do not 
underestimate those criteria! 

There are also other market investors that might be interested in funding your business. They 
might not ask you to repay them the money they have lent to you. However, they might ask 
you to share the ownership and future profits of your business with them. We advise you to 
consult with trusted accountants, lawyers and business owners before you agree on such 
conditions. You can also research on the internet about it! 

 

NB! If you want to fund your business through external sources (all the above except your own 
business’ profit), you will need to proactively attract financing. This means that you will need 
to learn how to present your business ideas and initiatives in front of different people. You will 
often be asked to send concise presentation or a booklet describing your business, and on a 
further stage provide your budget. This brings clarity to potential investors but also 
demonstrates that you are reliable in your intention to run a successful profitable business! 

Remember: If you don’t believe in your business, no one else will believe in it 😊 
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