STEP 13

Focus on financials

Effective financial management is vital

You cannot expect business survival and growth without effective financial
management. It's not easy. It involves planning, organising, controlling, and monitoring
your financial resources in order to achieve your business objectives. Good financial
management will help your business to make effective use of resources, fulfil
commitments to your stakeholders, gain competitive advantages and prepare for long-
term financial stability. Always remember:

1. Your most valuable business resource is money

Managing your money is a skill you should develop before you start up anything. If
you lack this skill, you'll have a short career as an entrepreneur.

2. Business owners must know how to work within a budget

A budget is the only way to manage your expenses and ensure that you are using
your precious cash to its best advantage.

3. Do everything in your power to avoid spending money

Never compromise providing great value to your customers but only spend money
on the absolute essentials when you need them. If you don’t need it, but rather want
it, it will have to wait.

How much start-up money do you need?

It is critical to work out exactly how much money it will take to launch your business.
The initial investment can be significant. If you don’t keep a handle on it you could end
up with crushing debt that will sink your business before you start to make good money.
Not only will understanding your expenses help you launch successfully, but investors
will be extremely interested in these figures as they form the basis of your funding
requirements. There are four steps to your start-up budget:

1. List your one-time start-up costs
These are the one-time costs you incur before launching your business, such as:

- Equipment and supplies

- Inventory (if you are in the retail business)
- Signage

- Launch-related advertising and promotion
- Website development

- Licences and permits

- Rent deposit and contract fees, etc.
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2. Determine your fixed costs
Your fixed costs are also known as overhead costs. These are business expenses
that largely remain the same each month.

- Rent or bond payment

- Wages

- Insurance

- Website hosting

- Internet and phone

- Professional services, such as a bookkeeper

- Bank fees

- Electricity, water, etc

- Business vehicle payments and expenses, etc.

3. Estimate your variable costs
Variable costs are recurring costs that are directly related to your sales. If you're
selling more products, your variable costs will go up and if your sales go down, so
will your variable costs. Thus, they don't typically have a set monthly cost. For
example:

- Raw materials

- Shipping

- Packaging

- Fuel and transportation, etc.

4. Add up and adjust
Once you know your total costs you can comb through them and see where you
can cut back and save. If you are pursuing funding (or even if you're not), it is vital
that you cut back as much as possible.

4 N

Your fixed and variable costs tell you what monthly
expenses you can expect. You need to have at least
three months’ overhead costs in the bank to keep you
afloat while you get your business off the ground, as
you may not make a good profit from day one.

- /

NB. The worksheets that follow allow you to formulate your start-up
budget. However, if you seek funding from investors, type up an "Expenses
Budget" (your monthly fixed and variable costs) and attach it to your Business Plan.



One-time start-up costs

Expense Amount

TOTAL
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Expenses Budget - Fixed costs

Expense Amount

TOTAL
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Expense Amount

TOTAL

78



Total costs
Amount

One-time start-up costs
Fixed costs

Variable costs

TOTAL

Review and adjust your costs

Go back through your expenses and label each item as:

1. Must-haves (necessary)
2. Nice-to-haves (optional)

Decide which costs you can eliminate, reduce, or save for later. Be ruthless when you
cut back on all those nice-to-haves. And then adjust your totals.

Adjusted total costs

Amount

One-time start-up costs
Fixed costs

Variable costs

TOTAL
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Calculate your break-even point

You simply must know your break-even point. Your break-even point is the point where
your total sales equal your total expenses. This means that you're bringing in the same
amount of money you need to cover all of your expenses and run your business. At
this point there is no profit or loss — in other words, you 'break even'. If your revenue is
above the point, you have a profit.

Here is a very basic example just to give you the idea of the formula. Let's say you're
starting a small home-based cake-baking service and selling amazing baked cakes:
- You have R2,400 per month of fixed costs.

- Your variable costs for each cake are R100 for all the raw materials such as
flour, sugar, eggs, icing, electricity for baking, etc.

- You'd like to charge R400 per cake since that’s the going rate in the area for
home-made cakes. This is the formula for calculating you break-even point:

Break-even = fixed costs + (price — variable cost)
Sounds difficult, but it's easy! Here it is in two easy steps:

1. Price minus the variable costs:
R400 — R100 = R300

2. Fixed costs divided by that total:
R2,400 +- R300 =8

You need to sell 8 cakes to break even. You only begin to make a profit when you
sell cake number 9. As you can see without this information, being profitable is
pretty much up to chance.

My break-even point

1. Do the formula and write down your break-even point:

2. Is it an acceptable break-even point?
If ‘No’ you need to do one or both of these to improve your profitability:
a. Increase your prices
b. Cut your costs

3. Adjusted break-even point:

Type your "Break-Even Point"
up and attach it to your
Business Plan.



Your personal survival budget

Running your own business is challenging at the best of times and it gets a whole lot
more challenging if you are constantly worrying about whether you can afford to pay
your domestic bills. Not only is a lack of money one of the biggest stresses that affects
your health, your happiness, and your family, but the need for immediate income can
also lead to making the wrong business decisions. You can take a lot of pressure off
yourself if you work out exactly how much you need to get you through start-up and/or
tough times. This can be scary! But being in control of your finances makes you far
more likely to succeed than burying your head in the sand. So, take a deep breath and
dive in. Include only necessary expense (no nice-to-haves). Type your "Personal
Survival Budget" up and attach it to your Business Plan.

A personal survival budget shows you the minimum
amount you need to take out of the business as a salary.

This is based on how much you need, not how much
vornwotild like ta draw from the hiicinecs each mnnth

My personal survival budget

Expense Amount

TOTAL
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Cash flow Is critical

Cash flow is the movement of money in and out of your business. When you have
positive cash flow, you have more cash coming into your business than you have going
out — so you can pay your bills. When you have negative cash flow, you can’t afford to
make those payments and your business cannot survive. When businesses fail for
financial reasons, poor cash flow is to blame 80% of the time.

Cash flow keeps a business alive. It is cash flow, not
revenue, that keeps the lights on in your business.
Carefully manage incoming and outgoing cash. The
life of your business depends on it.

Here are 10 excellent tips to help you manage your cash:

1.

Open a business bank account

This is your single most important thing to do. You simply cannot run your business
and your personal life from the same bank account. If you use the same account
for business and personal expenses you'll end up in a financial mess. Pay yourself
from your business account.

. Keep your books accurate and up to date

Your cash flow is only as good as your bookkeeping and record-keeping. Don't let
this get into a mess. Ever.

. Assign someone to monitor your cash flow

Get someone you trust to help monitor and keep an eye on your cash flow for you
by making sure that you're always up-to-date with the numbers and that they are
100% correct.

Always maintain an emergency fund

Every business should expect shortfalls. They happen to everyone, even with the
best plans in place. Your survival will depend on if you have cash put aside to cover
those shortfalls. Don’t dip into your emergency fund for anything but a genuine
shortfall emergency.

. Keep your spending priorities straight

Prioritising spending is crucial. Knowing what's necessary vs. what's nice to have
can make the difference between success and going bust.
Speed up your invoices

Invoice immediately. Make your invoices “due immediately”. Chase them up if they
are late.

. Take 50% deposits on large orders

A deposit reduces the likelihood of a total financial loss if the customer cancels.
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8. Be proactive

At the first sign of a problem, take action to rectify it. Don’t wait. Problems grow.
The bigger the problem, the more difficult it is to resolve.

9. Constantly look for ways to cut costs

Figuring out ways to cut costs is good practice for every business. When cash is
regularly coming into your business, you might not think about cost-cutting. But
always keeping on top of your expenses is the best way of managing cash flow.

10. Reassess, review and be realistic

Regularly “checking under the bonnet” to see how the numbers behind your
business look is one of the best habits for any small business owner. By taking an
honest look at your business on a regular basis you will stay aware of what's coming
in and going out your business.

You cannot be in control of a business if you don't know
what is going on. With bad or no numbers, a business
is flying blind, and it's only a matter of time before
you fly straight into trouble.

Cash Flow Statement

A Cash Flow Statement, in short, breaks down how much cash is coming into your
business on a monthly basis vs. how much is going out. As with your sales forecast,
cash flow statements for a start-up business require doing some homework since you
do not have historical data to use as a reference. However, by using your sales
forecasts and your expenses budget, you can estimate your cash flow intelligently.

Here are the steps to create a cash flow statement for each month:

1. Start with the Opening Cash Balance
(For the first month, start with the total amount of cash your business has in its
bank account)

2. Calculate the Cash Coming In (sources of cash)

3. Determine the Cash Going Out (uses of cash)

4. Subtract the Cash Going Out (Step 3) from your Cash Balance (total of Steps
1 and 2).

Type up your Cash Flow Statement and attach it to your Business Plan.



Sales forecast

Sales forecasting is the process of estimating the future sales of your business. Itis a
vital document as it is the foundation of your business’s financial success. As a start-
up business, you do not have past results to review, which can make forecasting sales
difficult. However, if you have a good understanding of the market you are entering
and industry trends as a whole, you can draw up one up. In fact, sales forecasts based
on a solid understanding of industry and market trends will show potential investors
that you've done your homework and your forecast is more than just guesswork.

Under-estimate sales, both in timing and amount. Your 12-month forecast should be
broken down by monthly sales and here are the general steps you'll need to take to
create your sales forecast:

e List the products and services you sell

e Estimate how much of each you expect to sell

e Define the unit price or rand value of each product or service sold

e Multiply the number sold by the price

e Determine how much it will cost to produce and sell each good or service
e Multiply this cost by the estimated sales volume

e Subtract the total cost from the total sales.

Type up your Sales Forecast and attach it to your Business Plan.

Profit and Loss Statement

The most important financial statement any business needs is a profit and loss
statement. This statement shows the revenues and expenses of the business, and
resulting profit or loss, over a specific time period (a month, a quarter, or a year). By
subtracting expenses from revenues, it gives a clear picture of whether your business
is profitable, or loss-making.

Use the numbers that you put in your sales forecast, expenses projections, and cash
flow statement to draw up a 12-month statement: Sales, less the cost of sales, is gross
margin. Gross margin, less expenses, interest, and taxes, is net profit (or loss).

Type up your Profit and Loss Statement and attach it to your Business Plan.

Balance Sheet

You provide a breakdown of all of your assets and liabilities in the balances sheet. A
balance sheet is a snapshot of what you're worth. A balance sheet lists everything your
business owns (assets) and all the debts your business owes (liabilities). When you
subtract the liabilities from the assets, the difference that you get shows the net worth
of the business, also referred to as equity. The more your assets outweigh your
liabilities, the stronger the financial health of your business.

Type up your Balance Sheet and attach it to your Business Plan.
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Set up a good bookkeeping system

Let’s face it, few people start a new business so they can do paperwork! Spending time
adding up receipts or recording expenses is nobody’s idea of fun — unless you're
starting up as a bookkeeper or accountant! Unfortunately, it is absolutely vital if you
want to have a successful business.

Being disorganised and putting off paperwork just isn’t an option. Losing control of
finances and running out of money are leading causes of business failures. Luckily, a
bookkeeping system doesn’'t have to be complicated.

1. Organise your bookkeeping system

You can keep your books manually — writing it all down by hand. Or you can use
accounting software. Today’s software applications are designed to make the
bookkeeping process easy. This really is the way to go.

2. What you need to record

(a) Expenses
Record every single cent you pay out. This includes your start-up costs. Keep
every receipt and invoice.

(b) Income
Make sure you record your income accurately and on time so that you know
where your business stands at all times.

(c) Payroll

If you have employees, you need to keep this up-to-date.

(d) Track your inventory

If you have inventory, it needs to be carefully tracked and accounted for
(whether it’s sitting at the back or still on a shelf). The numbers you have in
your books should match by doing physical counts of the inventory on hand. If
not, check into irregularities such as shoplifting, stealing, etc.

3. Organise your paper records

Cluttered paper records are a huge headache! Make sure you have an efficient
filing system — and that you file everything at least weekly..

4. Organise your digital records

Digital receipts also need to be neatly organised. There are many apps that make
it easier to store receipts digitally.

5. Create an invoice template

Set up your invoice template, whether in your accounting software, by downloading
a template online, or designing your own. Include payment terms on each invoice.
Strict payment terms help you get paid on time and will improve cash flow.
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6. Set up a failsafe back-up system

10.

If you've ever had a computer hard drive fail or lost your smartphone, you know
how catastrophic it can be and how disruptive to your life. Now, imagine losing all
your data for your business. Backup everything. Regularly.

Setting up my bookkeeping system

To do v
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