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Fiscal Management – A Problem For New Businesses!
A recent article by the CEO of MYOB has confirmed what a number of people have been saying “a large number of small businesses go out of business in their first six months not because their idea was a bad one but because their “fiscal management was poor”.
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“This can come about from spending too much on the initial investment or they may have forgotten to corral the GST and suddenly are hit with a GST bill or they have sent out a whole bunch of invoices but haven’t put the right effort into collecting the payments”.

“There are a whole range of factors but the biggest single issue why business fail in the first six months is their cash flow” Paul Robson the MYOB CEO said.

Developing Fiscal Management Knowledge:

These comments highlight the necessity for anyone contemplating starting a business and as a refresher for current business operators that no matter how well you know your product or services that you are providing to customers you either need to have “Sound Fiscal Management Skills” yourself or you utilise the services of your Accountant to provide those services to you.

Negotiating Payment Terms with Suppliers:

Cash flow difficulties can creep up on people in their business operations.  If you are contemplating starting a business or acquiring a business it is important to ensure that you have had discussions with potential suppliers and have obtained confirmation from them as to what their payment terms will be for the services they are going to provide to your business.
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It is dangerous to assume that if you are purchasing a business from someone else that the supplier will continue to offer their products and services on the same conditions as what they did to the previous operator.  This can be because the previous operator had established a sound payment history with the supplier but the supplier does not know the new business operator and may impose terms that could be as harsh as “cash on delivery” or payment within 7, 14 or 21 days.  If as a new business operator you have assumed that you will be able to obtain 30 days credit from each of your suppliers this could cause cash flow problems if your supplier is insisting on earlier payment.

In some cases you may be able to obtain supplies from alternative suppliers on conditions of payment within 30 days and that can be all right but if you need to secure supplies from a specific supplier because of the uniqueness or quality of the products that that business produces it is desirable that you had negotiated payment terms that you have then built into your cash flow forecast or asked us as your accountants to build into the cash flow forecast.

Control the Granting of Credit:

Another assumption that new business operators make that can cause disruptions to their cash flow relates to granting of credit to customers.  If you can avoid giving credit it is a good idea not to offer credit to anyone but this can be very difficult if you are operating on a business to business basis because most businesses will expect to be able to buy from your business on a credit account to be paid at a future date.

Your team member should hand or send the following forms to your prospective customer to complete and return to your business:
· Application to Open An Account

· Director’s Guarantee and Indemnity Form

If you are making sales on a credit basis it is a good principle to establish that you will have a “Welcome New Customer Letter” in which you specify the terms for payment that you are offering a customer.

Your documentation needs to be correct!

When goods or services are provided to a credit customer it is essential that the Tax Invoice is prepared promptly and has clearly stated the date that that invoice is due for payment.  The Tax Invoice should be emailed to customers on a daily basis.

At the end of the month Debtor’s Statements (if you are producing them) should be produced within twenty-four hours and then emailed to your customers.

If there is any delay in the dispatch of Debtor’s Statements or there are details or attachments previously requested by your customer not included with the Tax Invoice these will cause delays which could cause considerable problems to the cash flow position in your business.

Knowing your Debtors’ Days Outstanding is Important:

The effect of this is that your Debtors’ Days Outstanding will blowout from what may have been assumed on the cash flow forecast at thirty days to a figure considerably higher.
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A few years ago, Australia was awarded a very dubious award – “the longest Debtors’ Days Outstanding in the world”.  This was “awarded” by a UK based financial organisation who analysed Debtors’ Days Outstanding figures around the world and decided that Australia had the longest Debtors’ Days Outstanding.  The then Federal government ordered government departments to speed up their payments to be under thirty days for small businesses – but many people suggest that these limits are not being abided by and one reason given is that the supplier does not include all of the information on the Tax Invoice or attached to the Tax Invoice that the customer requires so that payment can be made.

Fiscal Management Preliminary Check List:

There are many other issues affecting cash flow within a business – but for a start-up:

· ensuring that you have an agreement with suppliers as to what their payment terms are; and

· you ensure that your credit customers know the credit payment terms that you are extending to them; and
· you ensure that the flow of documentation to your customers is accurate and prompt; and
· a reminder text or phone call is sent to credit customers about five days prior to the due date for payment to remind them that a payment date is approaching;

· if payment is not made on individual invoices in accordance with your trading terms that follow-up action is taken straight away not at the end of the month or in thirty days’ time.

We can assist you to understand the Fiscal Management Processes.
Starting A Business?

If you are contemplating starting a business or you would like us to conduct a review of the processes operating within your business relating to “fiscal management issues” we are happy to assist you in an analysis of your business and the preparation of your Cash Flow Forecast.  Please contact the accountant in our organisation that you normally deal with for a discussion on how we will go about preparing an appropriate cash flow projection and implementing Fiscal Management Processes to assist in the management of your business.

Corporate Governance Applies To All Businesses!
There are a whole range of issues confronting SME Business Operators whether they are operating as a sole trader, in a partnership or through a company.

An awareness of “Corporate Governance” is very important because this is a key component on the structure for all businesses whether they are incorporated as a company or not.
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Why is it important?  Corporate Governance includes:

· An awareness of regulatory requirements

· Keeping up-to-date with the legal and regulatory requirements that apply to your type of business

· Being aware of the risks confronting the business and ensuring that appropriate strategies have been developed and are routinely reviewed to mitigate financial, reputational and legal risks for the business.

· What is happening with issues such as consumer demand?  What are your customer’s requirements relating to environmental issues, social and ethical issues relating to the products that you are selling, the reputation of businesses that you are securing products from?

· All of these activities can have a significant impact on your customers and need to be given ongoing consideration within the business.

· Having a clear understanding of your “Strengths and Weaknesses” is very important for business operators.  You need to decide whether you are going to undertake additional study to overcome the perceived weaknesses or are you going to hire a part-time or full-time executive to assist you in the areas that you believe you have a weakness in?

Businesses cover a wide number of disciplines including:

· Purchases of raw materials
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Management of team members – training – counselling

· Design of products and services to be produced

· Research and Development

· Planning

· Production 
· Marketing and promotion
· Selling

· Accounting and Administration – are you the Chief Financial Officer for your business or do you have one?  This is a service we provide to clients
· Budgets and Cash Flow Forecasts (Predictive Accounting)

· Funding for the business

· Environmental issues

· Legal and contractual matters

The challenge for the owner/CEO is how you coordinate these various disciplines to ensure that the team works in an effective manner.

There are a lot of issues that come under the heading “Corporate Governance” – if you would like to have a discussion with us about the implementation of a Corporate Governance Review for your business please contact the accountant in our organisation whom you normally deal with and we will then have a discussion with you.

Delivering Financial Data That Managers Need!
This should be the aim of any accounting system.

The data is not primarily for the Accountant or Bookkeeper, but for the Managers and Leadership Team Members within the business.

Daily:

Business activities obviously occur on a daily basis and this is where the accounting system should commence – on a daily basis.

The daily information would relate to the requirements of the individual business but as an example could include:

· Sales

· Average sale

· Number of customers
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Weekly Performance Report:
This concept is widely used in larger businesses but unfortunately, many SMEs do not receive key data on a weekly basis.  What can be included is the Key Performance Indicators (KPIs) for that week together with the weekly Profitability Report which is a realistic estimate of the activities conducted for the week.

This report should be as close as possible to ‘real-time’, which would enable Managers to recollect what actually happened on a particular day, to understand why the overall result was not what they envisaged or alternatively, that an ‘accidental improvement’ may have been a significant factor in a better than expected result to emerge.

A month is a long time and if a business does not have a weekly performance and profitability system in place, some of these contributing factors may have been forgotten.

Monthly Financial Accounts:
This is the financial summary for the month’s performance and should be able to be reconciled very closely with the Weekly Performance Reports.  This will enable Managers to have confidence in the Weekly Performance Reports, so that they are able to make real-time decisions to improve the business performance as incidents occur.

A comparison to budget report should be prepared on each business unit.

The Balance Sheet should be evaluated particularly relating to debtors, inventory, creditors and bank balance.

We will continue this evaluation of financial data to assist in the business management in the next couple of issues of Business Plus.  If you would like to have a discussion about the preparation of financial data that is suitable for your business please do not hesitate to contact the Accountant in our organisation that you deal with.

What Does It Mean?
Debt Covenants

Debt covenants are included in loan documents from banks and other financiers.  Debt covenants could include:

· Debtor Ratio to Borrowed Funds.

· Working Capital Ratio to Borrowed Funds.

· Debt to Equity Ratio.

· Other Key Performance Indicators applicable to the business.

· Dates when regular reports need to be lodged with the bank or financier.
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These reports could include:

· Trading and Profit & Loss Account.

· Ratio Analysis on Trading and Profit & Loss Account.

· Balance Sheet.

· Balance Sheet Ratio Analysis.

· Aged Analysis of Debtors.

· Aged Analysis of Creditors.

· Summary of investment in Work in Progress.

· Summary of investment in Stock (Inventory).

· Updated three monthly Cash Flow Forecast.

Details of any abnormal or unusual expenditure that has occurred, or you anticipate occurring, in the next three months.  This could include:

· income tax payments;

· capital expenditure;

· dividends or large amounts of drawings for specific purposes;

· purchase of a new business;

· establishment of an export business in overseas country.

Debt Service Cover

The ratio of cash available for debt servicing for interest, principal and lease payments.

Debt To Equity Percentage

This is a means of establishing the percentage of external debt to equity owned by the owners of a business.

Calculated:

	Total Debt
	x
	100

	Equity
	
	1


Departmental Gross Profit %

In businesses which operate through separate departments, it’s a good idea to record:

· Sales.

· cost of goods sold; and

· gross profits.

for each department, so as to determine gross profit % for the individual departments.

Drag-Along Rights

A drag- along right is a right that enables a majority shareholder to force a minority shareholder to join in the sale of a company.  The majority owner doing the dragging must give the minority shareholder the same price and terms and conditions as any other seller.

If you would like a more detailed understanding on any of these terms, please do not hesitate to discuss these items with the accountant in our firm that you normally deal with.
	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.
Paper 570-034 – Debtors Management

Paper 013-001 – Corporate Governance Issues Affecting SMEs
Paper 5701-037 – Budgets and Cash Flow Forecasts Prepartion
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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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