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BUSINESS
FUNDAMENTALS
SAVVY BUSINESS
OWNERS MUST
GET RIGHT

to statistics, start-ups and small/medium business owners
have the highest failure rates. In fact, according to Forbes
8 out of 10 businesses fail. Why is that? According to our
experience, there are two answers to this question.
First, the business failed because of things the owner had
no control over. There is no point in worrying about such
cases, since by definition - they can’t be controlled. A few
examples include:
• On-line shopping affected foot traffic to the retail
store
• A fall in the foreign currency exchange rate meant
our price of importing goods went up

Every company
starts with a simple,
yet different idea.
John may have had a dream about being a gym owner
since his teens. Chloe may have been enthusiastically
complimented by everyone who tasted her pies, so
she decided to invest in a bakery. Liam may have been
entrusted with the family business that was passed down
for several generations. You too have made your own way
into the business world and have become part of the elite
group of people called entrepreneurs. We are closely
involved with the success of many such business stories.
Whatever your story is, the goal is a common one - not only
to survive on the market, but to also profit and grow.
Common sense dictates that one question should be
asked. Isn’t profit and growth what every business owner is
trying to do anyways? I mean, no one is purposefully trying
to run their own company into the ground, right? Of course
not, and that would be silly. But let’s consider the following not everyone realises that they are doing something wrong.
Being on top of your game isn’t always easy. According

• The product/service being sold is now obsolete
(Blackberry phones, video shops etc)
Now, the second reason why smaller businesses fail is
because of situations that you can control. Unfortunately,
we’ve seen many cases where business owners are not
making the right decisions. Here are a few examples of
these cases:
• The owner tried to do everything by him or herself.
• The owner had no idea what their margins should
be.
• The owner didn’t invest in marketing the product
or service being sold.
• The owner ignored the competition.
• Poor cash-flow meant no investment in the
business could take place.
During the next few pages, we are going to explain the things
that you as entrepreneurs have control over. After all, these
are the essentials that can break or make your company.
The following advice is real, and is applicable. It has been
endorsed by internationally renowned economists, such as
Michael Gerbers, Thomas Picketty, and Joseph Stiglitz.
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WHY YOU GET INTO 		
BUSINESS

Business owners, or entrepreneurs, are a unique kind of
people. Unlike most, you are do-ers, who are willing to do
whatever it takes to turn your dreams into a reality. Such
people desire to have full control over their financial future,
and be independent from “the boss”. This is both exciting
and scary. It’s exciting because a person may have great
ideas and visions about their future. However, we are aware
that there is also a big dose of uncertainty. After all, why are
so many businesses failing?
We would like to start by discussing Michael Gerbers,
who is one of the world’s experts on small businesses.
He has been awarded the title of “World’s Number One
Small Business Guru” by Inc. Magazine and he is also a
bestselling author. He has even been here in Australia to
speak to small business owners about what they can do to
improve sales and profits. In his book The E-Myth Revisited,
Gerbers tells a very interesting story about a regular worker
who became a businesswoman.
Gerbers went to visit a woman named Sarah. The story of
Sarah is simple, yet we find it true for most small business
owners and start-ups. Sarah is a young woman who is
extremely good at baking pies. All her friends encouraged
her to quit her day job, open up a bakery and start working
for herself. So far, so good. There is a catch, however, and
the catch is that Sarah opens up the bakery without having
a business plan. Having a business plan requires a certain
type of knowledge. Now, Sarah does have knowledge;
unfortunately though, it’s limited to baking pies. Throughout
our long years of accounting and advising, we have
come across many people, who just like Sarah have little
experience in running a business.
Here’s how the story continues. It’s around 7:00 in the
morning and Sarah is talking to Gerbers in her pastry
shop. She confesses that she has been up since 2:00 in
the morning, and will finish work around 9:00-10:00 in the

evening. Even those who are not math wizards can calculate
that this doesn’t leave much time for sleep. Through her
tear-stained eyes, she says something that she probably
never imagined she would say as a proud business owner.
Sarah had started to hate pies. Unfortunately, we see this
on a regular basis - small business owners like you, who
feel frustrated or are ready to give up.

of whether a business is doing just fine or the owner feels
discouraged like Sarah did, it is a good idea to take a step
back. We can evaluate. We can plan. And we can work
towards the set goals together.

Gerbers refers to people like Sarah as “technicians”. They
may have started out working for their boss at a young
age, and gradually gotten so good at their job, that they
could easily be labelled as experts. In our experience,
the confusion occurs here. There is a difference between
knowing how to cut hair and knowing how to run a salon
(for example). In small businesses, such as Sarah’s, she
needs to be the baker, the accountant, the marketer, the
quality control, the customer communicator, and so on.
This doesn’t leave much time for having a life now, does it?

“It is better to have a simple plan,
than no plan at all.”
We have determined that it is important for an entrepreneur’s
initial spark of excitement stay alive. Otherwise, he or she
may get discouraged and lose their business. The ending
of Sarah’s story is a positive one, and it is filled with lots
of valuable lessons. As Gerbers simply put it, it is better
to have a simple plan, than no plan at all. Our purpose is
to provide business owners like Sarah with the right plan,
strategy, and guidance.
Since not everyone is as lucky as Sarah, they will most
likely not be able to share directly their predicament with
the famous businessman - Michael Gerbers. This, of
course, does not mean that you are doomed, or that you
should close shop immediately. It just means that having a
business advisor is a good idea.
Our job is to help people remember why they got into
business, and what their goal is for the future. Regardless
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ASSET PROTECTION

Even those with no economic background know that assets
need to be protected. You take out insurances to protect
your assets from theft and damage, such as insurance for
your home & contents, motor vehicle and health.You work
so hard to get into your own businesses and build it up and
accumulate assets along the way. Yet when it come’s to
protecting the assets you have accumulated from business
risk often these assets are poorly protected. Yes, in the
world of business, assets are “king”.
When it comes to asset protection for business owners,
there is a trick here as well. The trick here is that some
business owners do not even realise that their assets are
in danger. This is a good time to ask yourself: Are your

assets fully protected? To make things clearer, let’s look
at an example about an entrepreneur named John.

$75k. He is now able to hire a subcontractor to share the
load.

in charge of the company. However, the family home would
have been saved.

John is a plumber, and he has started his own plumbing
business as a sole trader. In the beginning his focus is
mainly on completing small jobs and getting his business
out in the open. After a year and a half he finally manages to
land a big contract, thanks to the help of one of his mates,
who happens to be a property developer. Your business
may have developed in a similar way.

The second and third instalments are paid without delay.
Everything seems to be going according to plan, so
John spends $50k on a new work van. Unfortunately the
customer skips the next three payments, blaming the bank
for delaying them. At this point, John should have realised,
that he is in desperate need of financial advice, but he
didn’t seek help.

If John had contacted us earlier, we would have launched
an investigation on the company he was getting involved
with, and found out their financial status. This whole crisis
would have been avoided, since there numerous red
flags that we can look for and determine whether or not a
business partner is reliable.

In case anyone is curious, John is a happily married guy
with two children and a beautiful house with a big yard.
The house is worth $550k, but there’s a mortgage on it for
$450k. Unlike John, his mate isn’t a sole-trader and runs his
business through a company. John is aware that having a
company is smarter, but there is a lot of paperwork involved,
and he hasn’t had the time to figure it all out. Maybe you
feel threatened by paperwork as well?

John, being a good professional, finishes the job, but he is
still owed $250k from the client. He also owes $95k to his
supplier, and another $40k to the subcontractor. In addition
to this he needs to pay taxes for $45k and has a credit card
debt of $25k. Getting a headache yet?

“The existence of laws and
loopholes make asset protection
difficult. This is why many business
owners aren’t aware that their
assets might be in danger. Getting
the right advice is invaluable for
you and your business’s success.”
The big contract that John is working on is for six months,
and it will pay him $450k including all the materials. The
supplier is kind enough to sell the materials to John on
credit. The job has begun now, and the first payment quickly
approaches. John receives his first progress payment of

Finally, two months later the client pays John the remaining
$250k. John redistributes the money to settle his debt,
paying a total of $205k ($95k+$40k+$45k+$25k). After
about a month John receives a “Demand for Payment”
from a company appointed liquidator. It turns out that the
property development company has failed, and John’s
payment is now considered to be preferential.
As a result, John needs to pay back the $250k he was given.
Unfortunately, this is money he doesn’t have. He does,
however, have one key asset - his partially paid house.
After he sells the house and empties his bank account, he
is still short $130k. He then files for bankruptcy.
The story of John is heartbreaking. Poor sap! There is
however an alternative ending. Without the proper business
advisor, he had no idea that his biggest asset ¬¬- his home
- is potentially in danger. We would have suggested that
he works through a corporate or trust structure and that his
family home be transferred to his wife’s name. The outcome
would still have been bad. John would have still been
issued a Letter of Demand for the $250k. John would then
have liquidated his plumbing company. As a result, his
credit record would be damaged, since he was the person

The existence of laws and loopholes make asset protection
difficult. This is why many business owners aren’t aware
that their assets might be in danger. Getting the right
advice is invaluable for you and your business’s success.
We aren’t afraid of paperwork, and we also know the laws
and loopholes.
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TAX MINIMISATION

Since the dawn of time, people have lived together in large
groups and formed cities and countries. Regardless of
whether these countries were ruled by a king, a sultan, an
emperor, or a political party, one thing is true for all of them.
You as citizens and business owners must pay taxes.
Today, the laws and paperwork associated with paying
taxes are at the very least challenging. All the calculations
need to be correct and every entry on the debit/credit
balance sheet needs to add up. Of course, in order to
create an incentive for paying taxes, governments have
developed penalties that fit the crime.
As a result, the need for accountants and business advisors
has become very high. After all, there are legal loopholes
in the system, and every business owner would like to be
able to minimise his or her taxes. Being familiar with all
the laws isn’t enough. You need to be constantly on the
lookout for new laws and taking the time to understand how
these laws may affect your circumstances. We are familiar
with the laws that provide valuable tax deductions for the

businesses. They can save your company thousands of
dollars annually.
Running a business isn’t cheap. There are quite a few taxes
that an owner needs to be familiar with, including GST, PAYG,
Payroll Tax, and Income Tax. For many companies, taxes end
up being the biggest expenditure and cash-flow burden. And
for many people it is difficult to see their hard earned money
just disappear. This is where the great accountants come in.
Accountants have spent at least four years in a university,
studying just that. Most of them even have a Masters degree.
They are familiar with all the all the tricks and loopholes found in
the system. Small businesses who do not have an accountant
on payroll can use the services of a larger accounting
company. One of the greatest things about accountants is
that we can minimise taxation legally. As a result, even if the
small business gets audited, all the books will be in order.
Tax rates differ depending on the entity. Some companies are
required to pay taxes of 30%. Those that have income of less
than two million will pay 28.5%. Trusts, just like estates, are not
exempt from taxes. They provide income to the beneficiaries,
and the beneficiaries pay tax according to an individual or
corporate rate.
One of the ways that you can minimise taxes is to focus on tax
planning. This needs to be done early on in the financial year
in order to forecast the taxable profit. Since tax is by definition
a percentage of the profit, or income, we will be able to have
enough time to create a strategy for minimising the taxable
income. We can also provide information about the available
tax deductions, and how your company can benefit from
them. A business owner, such as yourself, will then have more
options to consider, and will end up paying less tax.
As a business grows, the accounting process becomes
increasingly important. The sooner in the year your firm starts
on the tax planning, the more money you will be able to
save.

In the following example, we present a tax saving of $8550.
The table shows the difference between Accruals basis
and Cash basis taxation. Being able to legally apply certain
accounting tricks can go a long way. You can then re-invest
this saved money in the company in order to accelerate its
growth.

		
Accruals
Cash
Income
$100,000 $100,000
			
Cash Basis Adjustments		
Add debtors 1/7/14
80,000
Less debtors 30/6/15
-95,000
Add creditors 30/6/15
45,000
Less creditors 1/7/14
-60,000
Total Cash basis adjustments
-$30,000
			
Taxable income
$100,000
$70,000
			
Tax (28.5%)
-28,500
-19,950
Retained Profits
$71,500
$80,050
			
Tax Saving		
$8,550
		

4

GETTING YOUR MARGINS
RIGHT

In the business, margins are very important. Profit margins
are in fact one of the most comprehensive ways to compare
two companies. Let’s say that Company A’s margin is 30
cents out of a dollar, and Company B’s margin is 35 cents.
At first glance, this seems like an insignificant difference.
Looking at the big picture, however, this is a difference
of 5%. This sum cannot be neglected, since it adds up to
quite large numbers.

Accountants and financial advisors can help increase the
profit margin. By looking at your pricing strategies, demand
and input costs, we can determine the best price for a
certain product.
Why is it sometimes smarter to wait a little to sell at a higher
price, than to dump the product now, at a lower price?Let’s
look at the following table in order to better understand why
getting your margins right is of utmost importance.
We work with James, who is the proud owner of a bicycle
shop. Unfortunately, every time a client walked in, James
couldn’t bear letting him or her leave the shop empty
handed. His desire to move product at any cost forced him
to provide discounts for nearly every sale. The reason why
he was so anxious about selling is that most of his money
were tied up in the stock. So in order to be able to invest in
new stock, he needs to sell the old stock. The table shows
that a higher number of sales doesn’t necessarily mean
a higher profit. In fact, in some cases, such as this one,
the larger number of sales actually meant that James lost
money.
2014 FY
Sales
1,100,000
Number of sales
903
Average sale
$1,218
Customer conversion rate
9/10
Gross Profit Margin
9.5%
Gross Profit
104,500
Overheads
275,000
Net Profit
-$170,500

2015 FY
870,000
454
$1915
5/10
34%
295,000
185,000
$110,000

After we discussed these numbers with James, he realised
that it is okay to let one out of every two customers walk out
of the store without buying anything. By letting people leave
without a purchase, James was significantly increasing his
profit margin. In 2014, he made 9 cents out of every dollar.
In 2015, he is getting to keep 34 cents out of every dollar,
making a net profit of $110k.

As our data analysis shows, James actually had to work less
in order to make more money. And that is the funny thing
about margins that many small business owners neglect.
It’s not all about the amount of sales. A good financial
advisor can help a business owner understand in which
cases it’s better to focus on price, and in which cases it
would be more profitable to focus on sales.
James’s strategy for 2016 would be to keep the 2015’s high
margins, and now focus on marketing to bring more people
to the store and create more opportunities to sell at his
margins. Every business is in a unique situation, and yours
isn’t an exception. If you can’t comprehend the situation by
looking at the books, then you may need to ask for advice.
The end goal is to become familiar with the margins, and
know whether or not it will be more profitable to reject a
sale, rather than lose money on it.
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MARKETING TO THE MAX

If your company is not growing, then it is shrinking. This may
sound a bit extreme, but it’s the rule of the jungle. A firm
that isn’t investing in growing will eventually be absorbed
by the more aggressive competitors.
As a general rule of thumb, your business needs to spend
3% to 4% of its turnover on a good marketing strategy. The
strategy needs to be carefully and thoroughly managed
in order to acquire the desired results. A simple SWOT
(Strenghts Weaknesses Opportunites Threats) matrix can
be used to create an action point out of each SWOT. Do it
now – list 10 Strengths, 10 Weaknesses, 10 Opportunities
and 10 Threats. Drop each item in each quadrant into
a 90 day action plan. This is a plan you can implement
immediately.
It is a good idea to keep a record of the new business
opportunities generated by each of these campaigns.
Measure the results over the next 90 days. What worked
and what didn’t? Do more, invest more in what worked and

drop what didn’t. Do a new SWOT, a new action plan. Test
and re-test. This is the 90-day business marketing plan.
The problem isn’t that there isn’t enough information
available. Today the problem is that there is too much
information. A Google search can provide millions of
results. If you are on the first two pages, you will get the
most traffic. Those on the lower pages will get significantly
less traffic from the search engine. Search engines have
become very powerful, and that’s why the best businesses
spend enormous resources getting onto and staying on the
coveted first page.
Those on the first page of Google or any other search
engine have spent a lot of time and money on marketing,
advertising and creating content. A business owner should
analyse the niches his or her company falls into, and test
them (SWOT). If, for example, you are the owner of a bread
shop, you can try testing for keywords like “organic flour”.
A good test would be to invest in marketing for the “organic
flour” keyword for three months and see if there are positive
results. In case the results are not satisfactory, you can
invest in a different set of keywords, until the desired result
is achieved.
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ITS ALL ABOUT LABOUR

As the world-famous economist Adam Smith wrote in the
Wealth of Nations, a company’s number one goal is to
maximise profit. This is a fact that hasn’t changed through
the years, and it is a fact that will not change in the future.
What are some specific ways your company can maximise
its profit? There is a simple answer - labour.
You are aware that certain types of people make for better
employees. This is why you try to surround yourself with the
kind of staff that’s going to make you the most money.

position. Holding a job interview can be tricky. A manager
should be able to look past the charisma of the interviewee
in order to determine if he or she is the type of employee
who would flourish in the firm. One person’s strengths may
be to complete sales, while another’s to provide customers
with after-purchase support and guidance.

Since every person is different, an ideal applicant for one
position may turn out to be horrible when put in a different

Since hiring the right employees for the right jobs is not a
walk in the park, we recommend that businesses invest in

DiSC analysis questionnaire for the short-listed candidates.
DiSC is an acronym, and it stands for:
D
D
i
i

- Dominance

- A confident person, whose goal is to provide results

- Influence

-A
 person who is good with relationships, and can
easily persuade others

S

S

- Steadiness

C

- Conscientiousness

C

-T
 he person is able to work well with others, can be
considered a team player

-A
 competent person, who is an expert at his or her
field and values quality

People make the company. And a system like DiSC can help
you assess your staff. Such assessment will be beneficial for
the working environment and will help increase cooperation,
capacity, and communication between workers. The DiSC
program is a type of personality test that is designed for
firms. The answers to the questions can provide you with a
clear picture of the type of characteristics your employees
have.
Familiarity with using the DiSC analysis teaches the
business owners what “type” of person they are looking for
the position that is available. Soon you will become better
at hiring the right people. Your business will also flourish
because it has the better staff.
A business owner can find out that not everyone is assigned
to the best possible job he or she can be doing. This may
cause customer complaints or even affect the quality of the
service or product the company is providing. Losing repeat
customers is bad publicity for your company, and can lead
to losing even more sales. For your business to succeed
you must have the right employees.
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	FINANCIAL
ADMINISTRATION MAKES
YOU MONEY
The role of effective financial administration is to provide all
the necessary financial information to the business owner.
Such administration services include financial forecasting
and planning, generating profit and loss reports, managing
the budget (including cash and debt), risk analysis,
processing of transactions, and even auditing. In order for
you and your company to be happy, this service needs to
be in accordance with all the innovations of the field.
It’s sometimes easy to underestimate the importance of
good financial administration. But if your business desire is
to grow, then you need to start delegating some of the more
complex tasks.
In his book “Capital in the 21st century”, Thomas Picketty
shows just how valuable good financial administration
can be. He does that by comparing the rate of return on
capital of different universities in the United States to the
return on capital of an ordinary person. Let’s take a look
at the following table. Some of the data in it shows a very
intriguing correlation.
The main thing about the data here is that, the percentages
are calculated after deductions are made for inflation,
financial administration costs and fees. In other words,
these percentages represent the real rate of return.
Universities
		

Rate of return
on capital

Harvard ($30 bil USD), Yale ($20 bil USD),
Princeton ($15 bil USD)		

10.2%

Universities with over $1 billion USD 		

8.8%

Universities between $500 mil and $1bil USD		

7.8%

Universities with less than $100 mil		

6.2%

Thomas Picketty comes to the conclusion that investing in
financial administration can make all the difference in the
world, by improving the real rate of return. He reaches this
conclusion by analysing how much money each university
invests in financial administration.
Every year Harvard spends about 0.3% of its endowments
on financial management. As a percentage this doesn’t
seem too bad, especially since they get a lucrative real
rate of return of over 10%. When you look at the monetary
value, however, it’s a completely different picture. This
0.3% is equal to $100 million USD! Yale spend $60 million
on financial administration. Princeton are close behind with
$45 million.
Picketty also concludes that regular people spend no
money on financial advice and administration. As a result,
a regular person like Jess will have to settle for the 3.2%
one of the major banks offers to depositors. And this 3.2%
are not real, meaning there are fees, and the rate of inflation
isn’t taken into consideration.
Bottom line is, better performing businesses invest in robust
financial administration systems and processes. If you
invest in this area, your business will be always better off
than businesses that don’t. Why? Because robust financial
administration keeps your business on top of its margins,
keeps the budget on track, ensures money is coming in and
leads to better informed management decisions. Business
accounting firms are well placed to advise your business
in this important areas. They spend their time and entire
careers developing better ways of increasing capital. We
know the game intimately.
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THE RIGHT ADVICE

In order to grow and be successful, your small or medium
sized business needs the right advisor or mentor. One
such example could be accountants that specialise in
business services. The reason for this is that you will get
a 2 in 1 deal - accounting services and business advice.
Knowing how to make a business prosper and what a firm’s
margins ought to be is what makes this type of accountant
the obvious choice.
We provide clients with the ability to stay focussed on their
vision. If you don’t need to try and figure out taxes, margins,
assets, you will be better able to actually spend time on
working on the business itself. You will have time to come
up with new products or services, or simply improve on
what you already have.
Choosing the right business consultant is almost as
important as making the decision to hire a consultant. This
should be a highly educated person, who keeps up with
the current times. Avoid too generic accountants, which
will not be able to provide a big picture view of how your
company can increase its profits.
It is very important for a business owner to feel good about
his or her accountant. If you are not happy with the services
your current advisor provides, then it’s time to go your
separate ways.
How can you tell if you’re getting the right advice? Take a
moment to answer these questions:

•
Is my accountant finding ways for me to
minimise taxes?
•
Is my accountant giving me advice about
how to improve my margin profits?

• Does my accountant know how my business
can become more competitive?
• Has my accountant made sure that all my
assets are fully protected?
• Is my accountant keeping track of the new
laws that get passed and their corresponding
loopholes?
If the answers to these questions are “no”, then it’s time to
move on and find a better accountant/business advisor. A
person can’t be an expert on everything. That’s why when a
business owner pays for advice, it should be nothing short
of the “right” advice.
In conclusion, you need to juggle quite a few things if you
want your business to be a success. After all, being an
owner is no easy task. Thinking about asset protection, tax
minimisation, profit margins, marketing, labour and financial
administration can get overwhelming. The good thing is
that there are companies that specialise in accounting and
business advice. This is a much more affordable option for
small and medium sized businesses. For them, paying full
annual salaries to accountants and business advisors is
just unrealistic.
Joseph Stiglitz is a very influential American. He is a Nobel
Prize winner and has been the Chief Economist of the World
Bank. This is indeed a very impressive individual, but what
are his findings?
In his book “The price in inequality”, published in 2012,
Stiglitz reaches the following conclusion - the rich are
constantly getting richer, while the poor are constantly
getting poorer. Why is that? Both Stiglitz and Picketty agree
that those who spend money on financial advice are better
prepared to beat this rigged game. After all, it is said that
inflation is a tax on idle money. If your company doesn’t

grow, it will quickly be devoured by inflation and aggressive
competitors.
Every business owner needs to ask him or herself the
following question. Am I getting richer or am I getting
poorer? If you are not getting richer, then changes need to
be made. Finance, business, economics, and accounting
are all complicated topics. A small business owner doesn’t
need to be an expert in all these fields in order to run a
successful company. That’s what the talented accountants
and business advisors are paid to do. This is how elite
universities, such as Harvard insure their financial security.
And this how you can guarantee the financial security of
your company as well.

