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Systems help SMEs Survive
Many larger businesses operate as a series of small businesses but the important difference is that they have implemented systems and processes for their individual business entities that are not normally associated with small businesses.
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There is no reason why most SMEs should not implement ‘big end of town’ systems to improve their business performance thus improving the business’s chances of successful operations.

Where do you start ‘thinking like a large business’?

It starts with the Leadership Team which every business should have. Unfortunately, many do not have people performing some of the important roles, even on a part-time basis.

Businesses that adopt this approach have a Leadership Team comprising full time members and part-time consultants, with expertise in particular areas that are crucial for the business’ success.

The designations of the Leadership Team (full-time and part-time) would probably include:

· General Manager/CEO

· Products/Services Manager 
· Manufacturing Manager

· Marketing Manager

· Sales Manager

· Chief Financial Officer

· Communications Manager

· Office Manager

Most SMEs will not have the time or the business knowledge to be able to prepare the “Who is this business” document completely and we could assist you in the preparation of that document.

Some of the items to be include:

· Vision

· Rhythm of meetings for the business

· Products/services

· Manufacturing/delivery of services

· Locations

· Team

· Team training and professional development

· Suppliers

· Customers

· Communications

· Marketing

· Selling – Calculation of Selling Prices – Charge Out Rates

· Research and Development

· Development of Intellectual Property

· Commercialisation of Research and Development / Intellectual Property

· Succession

· Exit document

If you would like to have a discussion about a review of systems within your business please contact the accountant in our organisation whom you normally deal with.

Preparing your Business Vision
When the Leadership Team have completed the “who is this business” document, the next task is to document the Vision.

Many SMEs find that assistance from their accountant is beneficial in the preparation of the ‘vision document’ comprising:

Business Plan: a “living document”.
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Predictive Accounting Reports: Budgets – Key Drivers – Cash Flow Forecasts – Projected Balance Sheets

This series of reports is the ‘financial interpretation’ of the Business Plan.  We could act as your ‘financial storyteller’ by being able to utilise the Projected Balance Sheet, to identify what your company’s Balance Sheet will look like in three or five years’ time, if the business is able to perform to the targets that have been set.

Analysis of the Financial Projections – the Leadership Team will want to know what all this means. Is the company going to require additional funding? If so what sort of funding – loans or equity capital?

A key question is: does the company have spare assets that could be offered as security for a loan?

Is the company able to apply for a government grant because of research activities that the company has been undertaking?

Another funding opportunity is to raise capital direct from the public.

There are three main opportunities for capital raising by SME companies. These should be explored to determine which one (if any) is suitable for your company to utilise:

Section 708 of the Corporations Act: enables a company to raise up to $2 Million from a maximum of 20 investors in 12 months.

Early Stage Innovation Company: If the company’s young and has been involved in Research and Development for innovative activities the ESIC process could work.

Crowd Sourced Funding Equity Raising: if your company’s turnover is under $25 Million and the gross value of assets is under $25 Million, the company could raise up to $5 Million in twelve months by being assessed as eligible to utilise CSF equity raising.

These are some of the issues that need to be considered as you prepare the ‘Vision Statement’ for the company.

Preparing a vision statement is an important task for a business to undertake.  We are able to assist you with this task if you need assistance please contact the accountant in our organisation you normally deal with.

Quality time to think is Important!
The CEO and other Leadership Team Members need to allocate regular “quality time” to think about business issues when they are not pressurised by daily problems.

This thinking process commences with the Business Plan.
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The Business Plan should be prepared over a number of sessions with the Leadership Team, normally with your accountant / advisor, to discuss the vision relating to where you would like the business to be at a future date.

The process starts with an analysis of the key components:

Customers: Are they happy? Are you supplying them all of the goods and services in your category that they are looking for?

Suppliers: Who are they? Where are they located? Are there potential supply problems emerging? Should you be seeking additional suppliers so that the supply chain will not be broken because of events in overseas countries?

Team: Are they motivated and enthusiastic? Have team training programs been implemented? Have you gained input from the team?

Premises: Are they suitable? Do they fit your vision? 
Products and Services: Are you happy with the products and services that your business is producing? Do you need to make changes? Have you undertaken Research and Development activities to be able to launch a new product?

Inventory: Has a critical review being made of the business’ inventory policies?

Debtors: What is the debtors days’ outstanding?  How does this compare to industry averages?  Is there enough emphasis devoted to debtors’ management to improve cash flow?

Rhythm of meetings: Is there one?  Or are meetings only held occasionally?  Would it be better to have a fixed timetable for daily, weekly, monthly meetings?  This is a commitment to quality time so that the Leadership Team have time to think and plan.

Competitors: Does your business regularly monitor your competitors and identify where you think they are trying to head?  Should you be changing your strategies so as to better compete with your competitors?

Capital Expenditure: Are you planning major capital expenditure projects over the next few years?  Have these expansions been costed?  What effect will the capital expenditure program have on your cash flow and on your long-term business prospects?

Business Operations: What is the plan for trading over the next few years?  Do you expect business to be similar to what it is at present or are you anticipating a significant increase in sales?

The ‘Business Planning Process’ is important for businesses irrespective of their size.

If you would like our assistance in facilitating the business planning process please do not hesitate to contact the accountant in our organisation that you deal with.

What Does It Mean?
Days Creditors Outstanding

This is a means of checking how a business is paying its creditors, as compared to negotiated payment terms.

Calculated:

	Purchases from Creditors on Credit Terms
	=
	Average Daily Credit Purchases

	365
	
	


	Creditor's Balance
	=
	Days Creditors Outstanding

	Average Daily Credit Purchases
	
	


Days Debtors Outstanding

This is a means of checking customers’ payments as against the business’ credit terms.

Calculated:

	Credit Sales
	=
	Average Daily Sale

	365
	
	


	Debtors' Balance
	=
	Days Debtors Outstanding

	Average Daily Sales
	
	


Debtors

Amounts owed to the firm by customers in the form of regular accounts for services rendered or goods supplied.

Avoiding the Pitfalls in Starting a Business
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There are many people currently considering starting or acquiring a business.  To avoid the pitfalls, you will need to seek advice from an accountant who has experience in supplying advice to start-up businesses.  You will also need advice from a commercial solicitor.  It is very important that you do not sign any agreements or leases before seeking advice from a commercial solicitor on the documents that may have been presented to you by a vendor or agent.

The key items you need to be considering relative to a business are:

· What is the market?

· What is your strategy to be able to successfully trade in this market?

· You will need a realistic Business Plan that has been reviewed or prepared by an experienced accountant.

· Honestly review your management skills – have you worked in this type of business previously?  If not, perhaps you should seek paid employment in this type of industry for six to twelve months before trying to buy a business or start a business in this industry.

· You need to assemble a “leadership guidance team” which includes an accountant, marketing advisor, web design consultant and technology consultant, unless you are an expert in one of these skilled areas.

· Review your skills or ask one of your advisors to review your skills and clearly identify the areas that you have some deficiencies in and then undertake some training courses.

· Unfortunately, a majority of new businesses fail within two years.  It is important that you plan and act like a winner from the commencement of your business career.  This means negotiating with your accountant for your accountant to establish systems which will enable the prompt preparation of weekly estimates of profitability and accurate monthly Financial Accounts for you to review, together with Key Performance Indicators being prepared daily, weekly and monthly, as is appropriate.

· Ask your accountant for advice on the establishment of a “meetings’ strategy” for your business, including a daily meeting for all team members (daily huddle), weekly team meeting within teams and monthly business review meeting, including the Leadership Team, to review actual business performance for the month.

· Invite your accountant to be the coordinator for the monthly business review meeting, so as to ensure that Minutes of the previous meeting are available, together with an Agenda for this meeting, the required performance reports are submitted and that a set of Minutes of the meeting are prepared, together with an Action Plan and distributed to all of the Leadership Team Members promptly after the meeting.

This type of approach will give a new business operator a great chance to overcome the pitfalls of starting a business and hopefully leading to a successful business career.

If you are contemplating starting, or acquiring, a business, we recommend that you contact us before making any decisions on acquiring or commencing a business so that we can assist you to establish an appropriate system for the business.

Stock Mix can be a Problem
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Businesses that have an investment in stock (inventory) need to ensure that their team has a clear understanding of the individual characteristics of different types of stock which can be segregated into at least four key categories:

· “Stars” – these are the products that have high sales volume and a high mark-up.  These are the key products that every business hopes to have, but it will be very rare where “Star” stock completes the complete inventory of what is available within the business.

· “Cash Cows” – these are products that have high sales volume and a low mark-up.  These products are normally necessary in a business because this is what customers come to the business looking for – the secret is to clearly identify the “Cash Cows” and to distribute them around the business, preferably in close proximity to “Star” stock lines so that a customer will notice the “Star” stock line when they are selecting a “Cash Cow” product.

· “Problem Lines” – uncertain sales volume with lower mark-ups than what they may have previously attracted – could be last year’s fashions – colours or designs that are not fashionable this year – if you have these you should market to sell them as soon as possible.

· “Disaster Lines” – low sales volume and low mark-ups – you probably regret buying these products – the quicker you get rid of them the better!

Analysing the stock mix within a business and continually “tweaking” the composition of the sales volumes and the mark-ups is an ongoing challenge for businesses that are selling stock.

It’s a good idea to have an analysis of the composition of the gross profit that the business has earned at the end of the month to determine strategies for the following month relating to clearance sales etc.

If you would like to discuss the implementation of regular stock analysis for your business, please do not hesitate to contact the accountant in our firm with whom you normally deal.

	ATTENTION ACCOUNTANTS*
Additional information on the articles contained within this issue of Business Plus+ is available to ESS BIZTOOLS' subscribers after login at www.essbiztools.com.au.
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	An Important Message

While every effort has been made to provide valuable, useful information in this publication, this firm and any related suppliers or associated companies accept no responsibility or any form of liability from reliance upon or use of its contents.  Any suggestions should be considered carefully within your own particular circumstances, as they are intended as general information only.
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