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Issue – July 2015 

Another Financial Year – More Challenges! 

Happy new financial year! 
 
The 2015/16 financial year has started with a referendum in Greece, the results which are causing great concern in Europe and 
around the world.  Whist everyone has been concentrating on events in Greece, not a lot of comments have been made on China.  
The Chinese market seems to have slowed down quite considerably. 
 
The effects of the uncertainty in Greece and China have contributed to the lowest value of the Australian dollar vs US dollar for 
many years, with the rate now being slightly under 0.75 AUD to 1 USD.  This is great news for exporters, however importers should 
be carefully looking for alternative products and being diligent about locking in currency rates for various transactions. 
 
The mid-year economic update of the Australian economy indicates that business activities are continuing, probably not as buoyant 
as most businesses would have liked: 

 The GDP is growing at between 2.3% and 2.5%. 

 Manufacturing production is down by 2%. 

 The unemployment rate, which looked like increasing well beyond 6.5% at one stage, is now heading back to around 6%. 

 Inflation is steady at 1.7%. 

 There has been a significant housing price surge in capital cities.  Great news for homeowners but not so good for younger 
people wanting to get into the housing market. 

 Interest rates are expected to remain at the official rate of 2% for some time. 
 
Businesses will need to be diligent in planning business operations in 2015/16. 
 
The key requirements will continue to be: 

 ongoing cashflow management; 

 closely monitoring debtors, investment in stock and work in progress; and 

 closely examining capital expenditure proposals. 
 
Whilst the government’s $20,000 write-off for small businesses to purchase individual capital items is welcome, you will need to 
factor in that the benefit of the reduction in taxation payments will not materialise until around 18 months’ time.  In the meantime, 
you have paid or borrowed to purchase the asset. 
 
If you would like to have a discussion with us relative to the preparation of budgets and cashflow forecasts, business planning 
updates or the preparation of a business plan for your business, please don’t hesitate to contact the accountant with whom you 
normally have dealings. 

Government Grants For SMEs – Reminders 

R&D Tax Incentive 
If your company, with a turnover of under $20M, has been undertaking Research and Development (R&D) expenditure in the 
financial year ended 30

th
 June 2015 and your company is trading at a loss, you can receive a cash refund, calculated at 43.5% of the 

R&D expenditure, within 30 days of lodging the company’s income tax return. 
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Government Grants For SMEs – Reminders (cont’d) 

Export Market Development Grant 
If you have exported products or explored potential export markets during the year ended 30

th
 June 2015, you could be eligible to 

claim an Export Market Development Grant.  There’s no pre-registration requirement, however the business must have spent in 
excess of $20,000 on eligible export activities to claim a grant.  If you haven’t claimed this grant previously, you can combine the last 
2 years to achieve the minimum $20,000 expenditure. 
 
The Export Market Development Grant application has to be lodged by 30

th
 November 2015. 

 
The Export Market Development Grant returns can be lodged at any time from now on.  The Austrade policy is to immediately pay 
any grants with amounts of up to $60,000 to businesses.  If your grant claim exceeds $60,000, the procedure is to pay the business 
$60,000 as the first instalment, with the balance being paid from the available pool of Export Market Development Grant funding in 
May/June 2016. 
 
If you would like assistance with the preparation of your Export Market Development Grant application form, please don’t hesitate 
to contact us. 

Tax Planning – A Year-Round Activity 

Another 30
th

 June has gone.  Perhaps you don’t intend to think about tax planning until June 2016; however tax planning is an all-
year-round event.  If you have any questions relative to your income tax affairs, please don’t hesitate to talk to us at any time during 
the year. 
 
There are a number of matters that can be subject to ongoing review throughout the year.  These include: 
 
Business Structure 
Is your business structure suitable for obtaining the best taxation benefits?  This can be quite crucial if you’re planning to sell your 
business and the small business Capital Gains Tax (CGT) Concession is going to come into play.  This is a very important concession 
for small businesses.  With some forward planning, businesses can ensure that they’re going to try to avoid some of the traps such 
as net asset value of less than $6M.  There’s no tolerance given if the figure is slightly over $6M. 
 
With some forward planning, the value of assets may have been able to be reduced to under $6M, e.g. within the superannuation 
contribution laws, making a higher contribution to superannuation or investing more in assets not included in the net asset value for 
CGT purposes, such as your own home. 
 
Stock 
Another important item for many businesses is stock. 
 
Individual stock items can be valued by different valuation methods.  You don’t have to value all of your stock at cost.  Some pre-
planning can result in a significant change of stock valuations. 
 
Research and Development 
Research and Development (R&D) is another beneficial item within the Taxation Act that’s available for companies that have spent 
in excess of $20,000 on R&D activities within the year. 
 
To ensure appropriate records have been kept, documentation is very important and it’s very desirable that we have a discussion 
with you, if you’re contemplating an R&D project, before you commence the project, so documentation can be prepared and an 
appropriate system implemented, to ensure all time spent on the R&D project is recorded and costed and that direct expenditure is 
identified and appropriately recorded in the company’s financial records. 
 
If you have questions on any aspect of tax planning applicable to your business, we suggest that you don’t leave it until June 2016 
and have a discussion with us at your earliest opportunity. 

What Rating Would Your Customers Give You? 

Business conditions are getting harder each year.  Many business people undertake ongoing personal surveys with their customers 
to ascertain what their customers really think.  The key to retaining customers and converting customers into clients is: if you show 
customers special services, special privileges and give them “real” service beyond playing “lip service”, you will turn them into 
clients. 
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What Rating Would Your Customer Give You? (cont’d) 

Clients are people who automatically go back to a particular supplier of services without looking to other suppliers.  Isn’t this what 
you want your customers to become? 
 
If you’re going to retain your client, you will need to give outstanding service and achieve a rating of 10/10 from your clients.  One 
way to undertake these surveys is to conduct a telephone interview of your key clients.  Ask them: 

 What products or services they would like? 

 What are the services they would like from your business? 
 
If you have more than one branch, perhaps you could benchmark one branch against another and score the responses from the 
individual branch’s clients to determine a “client appreciation score”.  It’s then possible to analyse the best performing business to 
get a clear understanding of what they’re doing that’s pleasing to your clients.  Then instigate appropriate training in your business 
organisation to ensure that the same type of customer service is given in each of your branches. 

Understanding Budgets And Cashflow Forecasts – Part 2 

Last month, we discussed “market research” as the first stage of the budget process for directors of companies.  In this issue, we 
examine other components of the budget process.  These comments apply to virtually all types of businesses. 
 
Labour Budget 
The labour budget should examine each individual operation of the business and identify the personnel that are going to be required 
to enable the product development targets to actually be produced. 
 
Directors need to ensure that management has included sufficient people into the product development forecast to ensure the 
number of production units that have been forecast can, in fact, be produced. 
 
Sales Forecast 
The market research documents should identify the projected number of individual units of products the business could sell.  There 
needs to be a connection between the product development forecast and the sales forecast.  It's no use claiming that there’s going 
to be sales of a million dollars if the product development budget only indicates that product, that would generate $400,000 worth 
of sales, is able to be produced.  This could be caused by manpower problems, plant and equipment or physical restraint within the 
premises where the product development activities are being conducted.  If the directors are satisfied that management's estimates, 
relating to production and potential to sell a larger volume of products is realistic, this could lead to some discussions as to whether 
additional premises are required or a second shift could be worked. 
 
Stock Budget 
A stock budget is very important.  The directors should be enquiring as to what’s the required investment in stock throughout the 
year; not just at the 30

th
 June or the 31

st
 December: 

 Is management budgeting for seasonal build-up of stock levels when the build-up is required? 

 Has management implemented policies to ensure stock orders are being placed early enough to ensure the 
manufacturers/distributors will be able to deliver the stock the business needs to be able to make the sales, by the date it’s 
anticipated the sales will be made?  The same questions also apply when the company is manufacturing its own stock for sale. 

 Where required, has the stock build-up been sufficient to enable the sales the company hopes to achieve to be able to make? 
 
Debtors 
Most businesses have debtors because customers insist on making payments on a credit term basis. 
 
Directors should be monitoring the investment the company anticipates having in debtors, calculating debtors’ days outstanding and 
enquiring whether the debtors’ system is functioning at its highest possible level.  This could include questions such as: 

 Has a proper documented system been utilised for a new customer to open an account to obtain product on credit terms? 

 Are tax invoices being prepared and sent promptly to the customer so that customers might be inclined to make payment 
earlier? 

 If the company is in the habit of issuing statements to debtors, are the debtors’ statements being prepared and dispatched 
within a few days of the end of the month?  Some businesses refuse to make payments until they’ve received the debtor's 
statement.  If the company is slow in getting the debtors’ statements dispatched to debtors, it can lead to a significant slow-
down in debtors’ payments and a worrying increase in debtors’ days outstanding. 

 Is the calculated debtors’ days outstanding, as per the budgets, realistic?  Whilst it might be commendable to say that 
management is going to introduce new systems to reduce debtors’ days outstanding, from 60 days to 30 days, directors need 
to be realistic when assessing these types of forecasts because there could be a significant cashflow difference between 60 
days outstanding and 30 days outstanding.  If realistic forecasts are not being prepared, it might mean that the company has 
not applied for sufficient funding from the company’s bank. 

 
Creditors’ Budget 
A creditors’ budget is an integral part of the budget process. 
 
In the first stage, the creditors’ budget should be prepared on the same basis as what current payments are being made to creditors, 
but then the predicted creditors’ days outstanding should be critically examined, to determine how the creditors’ days outstanding 
figure compares to the negotiated payment terms the company has with its suppliers. 
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Understanding Budgets And Cashflow Forecasts – Part 2 (cont’d) 

If the company is trading beyond the agreed credit terms, what does this represent as a monetary amount? 
 
Directors should be asking questions such as: 

 How would the company meet its financial commitments if a number of creditors insisted on being paid strictly in accordance 
with their negotiated payment arrangements? 

 Is the company in a position to be able to make the payments at a faster rate than what they have been doing so at this stage? 
 
This will enable directors to ensure the budgets, which have been set for the key working capital components (debtors, stock and 
creditors), have been established on realistic figures. 
 
Expense Budget 
The company’s expense budget normally includes expenses that have not been directly reflected within the product development 
budget and labour budget and will relate to salaries, insurance, bank charges, rent, research and development, motor vehicle 
operating expenses, etc. 
 
Some of these expenses may have already been allocated in some of the subsidiary budgets such as product development and 
labour.  That type of treatment is to be encouraged because it will enable a more meaningful analysis to be undertaken on the 
individual components of the overall budget, rather than putting all of the expenses into the expense budget. 
 
Ratio calculations of expenses to total turnover should be calculated and compared to actual ratios calculated on the previous 
financial accounts.  Any significant variations should be investigated and corrected. 
 
Cashflow Forecast 
Once these individual budgets have been prepared, it’s then possible to finalise the cashflow forecast for the next 12 months. 
 
The directors should ensure known expenses (such as capital expenditure, dividend payments, loan repayments, etc.) have been 
reflected within the cashflow forecast.  The cashflow forecast will indicate whether there’s a need for a discussion with the 
company’s banker for a change in the arrangements with the bank.  After all, this is one of the key purposes for preparing budgets 
and cashflow forecasts. 
 
Profitability Forecast 
As part of the budget and cashflow forecast, the final document is then able to be prepared.  This is the profitability forecast.  This 
reflects the key financial data from each of the operating budgets. 
 
Once this document is prepared, Key Performance Indicators (KPIs) should then be prepared on items such as gross profit 
percentage in the various business activities, labour to turnover percentage, average sale, etc.  The budgeted KPIs should be 
compared with KPIs established on actual financial accounts.  If there are significant variances, they should be investigated.  In most 
instances, it would be fairly unrealistic to expect significant changes in the KPIs within the budget, compared to actual performance 
in previous accounting periods, unless there are very strong reasons for the significant changes in the business operations. 
 
This is the type of process directors undertake in ensuring accurate budgets and cashflow forecasts have been prepared for a 
company.  Once the budgets have been adopted, it’s then important to ensure there’s regular monitoring of the actual financial 
performance of the company, as compared to the company’s budget. 
 
If you have any questions on the role that budgets and cashflow forecasts play, relative to corporate governance within a company, 
or if you require assistance in the preparation of budgets and cashflow forecasts, please don’t hesitate to contact us. 

 
 

 
 
 
 

 
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. 
 
 

 

 

Our business, is understanding your business. 
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