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Issue – June 2015 

Businesses Get A Confidence Boost 

The Australian government’s recent Budget has surprised and delighted many commentators and business operators, especially 
small/medium enterprise operators. 
 
The Budget has already had a significant impact on business confidence, as distinct from the lack of confidence that greeted the 
2014 Federal Budget.  The Budget has delivered a short-term boost in confidence and a significant boost to small businesses, 
particularly those that are able to avail themselves of the immediate deduction on expenditure on depreciable assets, costing up to 
$20,000.  Hopefully, the improved confidence will reach consumers and they might be encouraged to spend more in retail sales 
within Australia. 
 
Businesses are still encountering significant economic difficulties in the marketplace and the improved confidence from the Federal 
Budget will not last long, if the majority of businesses don’t perceive that they’re receiving improved business results. 
 
The monitoring of debtors, stock, work in progress and a detailed analysis of financial accounts are still very important activities for 
all business operators to be undertaking. 
 
As we approach the end of the financial year, it’s an appropriate time to think about business plans, budgets and cashflow forecasts 
for 2015/16. 
 
In this edition, we have included some articles relating to corporate governance issues within companies.  Corporate governance 
issues also apply to the majority of business operators. 
 
If you would like to have a discussion with us relative to any aspect of your business operations as you plan for 2015/16, please don’t 
hesitate to contact us. 

Getting To Grips With Governance 

Company directors have wide responsibilities, which include: 
 
Workplace Health and Safety (WHS) 

 Does the company have an appropriate system to ensure the safety of all team members and visitors to the company’s 
business operations? 

 Is someone responsible for ensuring the company abides by the WHS rules applicable to that type of business? 

 Does the board of directors receive periodic reports from the person responsible for WHS, so the directors can satisfy 
themselves that the system is working? 

 
Cashflow Issues 

 Directors need to monitor cashflow, on an ongoing basis, to ensure the company is not trading whilst insolvent. 

 Cashflow issues include: 
- monitoring debtors, particularly debtors’ days outstanding 
- investment in stock 
- work in progress 
- amount owing to creditors 
- creditors' days outstanding 
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Getting To Grips With Governance (cont’d) 

Cashflow Issues (cont’d) 

 Is the company trading in accordance with the negotiated payment terms with the company’s creditors? 

 The overall investment in working capital should be monitored, on an ongoing basis, to ensure the company is not tying up 
too much money in assets, such as debtors, stock and work in progress. 

 
Environmental Issues 

 Environmental issues are very important.  Directors should be enquiring as to whether the company is abiding by the 
environmental laws that are applicable to the company’s operations. 

 
Key Role Appointment 

 One of the key functions of the Board of Directors is to appoint a Managing Director or Chief Executive Officer (CEO) and 
define the role by which the appointed person will be required to abide. 

 
Business Plans 

 Management should prepare business plans, budgets and cashflow forecasts so the directors are able to resolve a policy 
relating to setting strategic goals for the company and then monitoring actual performance against those strategic goals. 

 
Risk Management 

 Directors should be concerned about risk management monitoring within the business, particularly relating to insurance 
covers on: 
- assets 
- events such as loss of profits 
- people, which would include key people 
- buy-sell agreements 

 
PPSR Due Diligence Review 

 Does the business have an adequate system to determine whether transactions should be registered on the PPSR? 
 
Succession Planning 

 Has management given some thought on succession planning within the business? 

 Is there a succession planning strategy that has been signed by the directors? 
 
Human Resources 

 The directors should be enquiring as to whether job descriptions have been prepared for all positions within the organisation. 
 
Directors’ Meetings 

 Directors’ meetings are only effective if regular meetings are held.  It’s best to identify a particular date each month and try to 
ensure the directors’ meeting is always held on time. 

 A good strategy is to ensure the agenda and reports, that have been submitted to the directors for discussion, are submitted 
to each director, at least, 72 hours prior to the meeting, so the directors have the opportunity of reading the agenda and the 
reports, to allow them to arrive at the meeting with their “brains in gear” to make significant contributions to discussions on 
particular issues at the board meeting. 

Understanding Financial Accounts 

Directors need to be able to read and understand financial accounts. 
 
If you’re having any difficulty in understanding financial accounts for an organisation of which you’re on a Board or a Committee, 
please don’t hesitate to contact us for a review session on financial accounts for your organisation. 
 
The key financial accounts for all companies include: 
 
Profit and Loss Account 
It’s a good idea to ensure management and the accountants have dissected the business so that trading and profit and loss accounts 
are prepared for individual business operations, not just prepared on an overall consolidated basis. 
 
Accounts prepared on an overall consolidated basis don’t mean anything to individual business managers and, in fact, major 
problems can be hidden within a consolidated profit and loss account.  There’s no problem with lodging the financial accounts for 
the company’s income tax return on a consolidated basis, however it’s far better to ensure the monthly financial accounts the 
management team is using are prepared on an individual business basis, so management is clearly aware of the performance of a 
particular division.  This will then enable the calculation of KPIs that are relevant to a particular division. 
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Understanding Financial Accounts (cont’d) 

Balance Sheet 
The business’ balance sheet should be reviewed and analysed and the directors should be able to obtain individual verification of 
every item in a balance sheet.  This means individual items in the balance sheet are able to be supported by another record within 
the overall accounting system. 
 
For example, the balance in the ledger for sundry debtors should reconcile with the debtors’ aged analysis (i.e. same date that the 
balance sheet is prepared).  The amount shown for sundry creditors in the balance sheet should reconcile with the amount shown 
for sundry creditors in the creditors’ aged analysis. 
 
Source and Application of Funds 
A source and application of funds document prepared each month, for the month and for the year-to-date, will help explain what 
has happened within the business. 
 
The common comment from many company directors is, “If we made a profit of $100,000 in the month, where is it?” 
 
A source and application of funds document will assist in demystifying what has happened with the various financial balances within 
the company.  Just because the company made a profit doesn’t mean it’s reflected in cash at bank, because that profit may well 
have been invested into extra stock, amounts owed by debtors, capital expenditure, payment of taxation bill, etc. 
 
Benchmarking 
Benchmarking is a very helpful tool, which enables management and directors to compare key components of the company’s 
financial performance against similar businesses.  This is one of the other reasons for not preparing financial accounts on a 
consolidated, all-in-one basis, but to dissect financial records of the company into individual businesses, so the performance of an 
individual business can be measured against other businesses. 
 
This relates to items such as gross profit percentage on sales, wages to turnover percentage, average sale per customer, growth in 
customers, various expenses incurred, percentages of total expenses, etc. 

Understanding Budgets And Cashflow Forecasts 

It’s suggested that directors should be making enquiries on the basis of the preparation of budgets and cashflow forecasts for the 
company.  Now is the time to be asking these questions because many companies will currently be preparing budgets for the 
2015/16 fiscal year. 
 
A sound budget process commences with market research: 

 What is the feedback from the customers and market focus groups (if held) on the likely success of a particular product? 

 How many sales are budgeted to occur? 

 What type of promotion is going to be required to sell the number of units that have been identified in the market research 
documentation? 

 
Market research forms the foundation for the preparation of budgets and cashflow forecasts.  It gives the preparer of the budget 
something on which to anchor their forecast.  Once the market research has been completed, it’s possible to move into the budget 
process. 
 
The first area to commence is product development budgets: 

 How many “widgets” can the company produce with its current equipment and labour team? 

 How does this number compare to previous years? 

 Are other targets realistic? 

 Have all the labour costs been reflected into the product development costs? 

 Normally, some of the members of the workforce have not been incorporated within the product development budgets.  Has 
the cost of those other persons been appropriately reflected in the expense budgets for the company? 

Thinking Of Commencing Operation In Another Country? 

Many businesses, especially within the service industry category, have been thinking about commencing operations in other 
countries.  What are the issue they will be facing and who can assist? 
 
The first step is to do your market research: 

 What are the rules pertaining to operating in the other country? 

 Do you need to get a special licence? 

 Is it desirable to incorporate a separate company in another location or can your Australian company operate in that location? 

 Have you had a discussion with Austrade?  Austrade is the Australian government’s export advisory organisation, which has 
offices in approximately 80 different countries around the world.  They can give you local intelligence on general business 
operations and, if you contract them to do so, they will prepare a specific report on a particular industry. 
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Thinking Of Commencing Operation In Another Country? (cont’d) 

 Is there a double taxation agreement between Australia and the country in which you’re proposing to operate? 

 Who are the competitors operating in the marketplace? 

 How easy is it to obtain staff? 

 What are the costs of employing staff? 

 Have you had discussions with your bank relative to the pitfalls of transferring money to that foreign country to start the 
business?  Can you transfer money back out from the business operations? 

 Are you likely to run into some exchange control issues from the country’s reserve bank?  It’s a good idea to have a discussion 
with the Export Finance Insurance Corporation as to whether you can insure the sales revenue you’re hoping to receive from 
your debtors in foreign countries.  You can also have discussions with independent insurance companies that may be able to 
offer you export debtors’ insurance. 

 What are the political risks of starting a business in the foreign country you’re considering?  Over the last 15 years, there have 
been a number of instances around the world, where it’s been very difficult for Australian companies to trade with businesses 
in another country, for various reasons.  How would this affect your business operations if you were operating in that country 
and this occurs? 

 
These types of decisions require expert input from lawyers and accountants, both in Australia and in the country in which you’re 
proposing to set up operations, so you’re fully aware of all of the rules and conditions. 
 
There are rules and conditions that might not be published, which may apply to running a business in that other country. 
 
Once you’ve done all this, if you’re still keen to proceed, it’s a good idea to have a look at the Export Market Development Grant and 
start keeping records to justify a grant application being submitted at the end of financial year. 
 
If you’re contemplating commencing operations in a foreign country, please don’t hesitate to contact us for a discussion. 

Is Luck Important? 

Luck is something that we all talk about.  Is it important in a business situation?  Many people believe it depends on your attitude. 
 
One of the ways you can improve your “luck position” is to persevere.  Keep yourself and your business open for opportunities.  
There’s no doubt that timing plays a big part in business “luck”.  Sometimes, there can be a silver lining from missed opportunities.  
Many people who have been “lucky” claim that their persistence – rejection after rejection – played a significant part in their 
ultimate business success. 
 
Another strategy is to stay “in the loop”, looking for opportunities, making sure people know that you’re there.  This way, you’re 
open for chance encounters with people who can influence your business (eg investors, customers, advocates). 
 
Research has shown that people who “think lucky” tend to be more successful.  You also need to respect your intuition.  Not every 
perceived “lucky deal” will turn out to be successful.  Be wary of high-risk, unbelievable stories. 
 
One of the key strategies to improve your “luck” is to get other people to join you in thinking that an idea you’ve developed is a 
great idea.  It’s hard to turn a good idea into a business success if you’re the only person advocating it. 
 
Good luck in your business endeavours. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

 
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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