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Do you own a small business, or are you an entrepreneur with an idea that you can’t wait to get off the ground?

Well you are in good company. Small, Medium and Micro Enterprises (SMMEs) contribute around 40% of South Africa’s gross domestic profit and employ more than half of the private sector work force. It is estimated that as much as 80% of new jobs in world economies are being created by SMMEs, making small business a key player in the future growth of our country.

This Small Capital handbook is the first in a series of practical guides that offer clear explanations, logical suggestions and expert advice for small business owners in South Africa.

This issue focuses on starting and managing your business. It contains the tips, tools and “must-have” references you need to save time, share knowledge and secure maximum returns on your small business investment.

GETTING THE BASICS RIGHT

You’ve got the office, the chair, a million-dollar idea and you’re raring to sign up your first new customer. But have you really got what it takes to run an efficient business?

Starting an entirely new business is uncharted territory for most people. It offers great rewards, but equally high risks – around 80% of all new small businesses fail within the first five years. Wanting to be your own boss isn’t enouth to make you successful and, before you set up shop, you need to think hard about whether you have the right temperament, leadership skills, support system and dedication to be an entrepreneur.

Evaluate your strengths and weaknesses by honestly answering the following questions:

1. Are you a self-starter?

You need to be able to develop and drive projects, manage your time and follow through on details.

2. Are you willing to work long hours?

When you own a business you’re committed to it 24 hours a day, seven days a week – particularly during the first few years.

3. Are you good at making decisions?

As a sole owner you will have to make decisions quickly, under pressure and on your own.

4. Do you plan well?

Research indicates that many business failures could have been avoided through better planning. Good organisation of financials, inventory, schedules and production is the oil that keeps any business engine running smoothly.

5. Do you have the strength to stay motivated?

Running a business can wear you down, especially when all the responsibility is on your shoulders. It takes strong motivation and passion to survive a slump in business, or periods of burnout.

6. Are you willing to invest?

True entrepreneurs put their money where their mouths are, and this might mean using personal savings or property.

7. Have you considered the possible impact on your family?

Starting a business can be hard on family life. The strain of a spouse who isn’t behind you 100% may be hard to balance against your new business demands. There also may be financial difficulties until the business becomes profitable, which could necessitate lowering your standard of living.

8. Do you have a network of friends or associates who could provide outside financing?

Insufficient capital is a key cause of small business failure. If you are not able to obtain enough funds from a bank, you may need to rely on funds from friends and family. Most start-up business are funded this way.

If you can answer YES to most of the above questions then you may have the potential to join the ranks of successful SMME owners. If you can’t, you need to consider whether starting a small business is the best solution for you.


SMALL BUSINESS MAKES A BIG DIFFERENCE

· It is estimated that more than 1,5 million self-employed people constitute the SMME sector, contributing about 40% of the total remuneration in South Africa

· According to the Companies and Intellectual Property Registration Office, there are 880 000 registered CCs and 340 000 registered companies.

· Micro / informal businesses appear to make up most of the SMME sector. According to the South African Revenue Services there are 510 000 registered VAT vendors.

· Small businesses employ approximately 55% of the country’s labour force.

ARE YOU FAILING TO PLAN, OR PLANNING TO FAIL?

A business plan is crucial to the success of any business. This plan is simply a step-by-step exercise in forward thinking.

A sound business plan should contain crucial budgets and cash flow forecasts that will show how much profit you can expect your business to make, how much finance you will need and the risk involved. This helps to demonstrate your business idea, how you want to implement it and the long-term viability thereof.

The importance of a comprehensive, well thought-out business plan cannot be overemphasized. Much hinges on it: outside funding, credit from suppliers, management of your operation and finances, promotion and marketing of your business, and achievement of your goals and objectives.

Surprisingly, many entrepreneurs drag their feet when it comes to preparing a written document. They argue that they don’t have enough time, or that the market changes too fast for a business plan to be useful. But just as a builder won’t begin construction without a blueprint, eager business owners shouldn’t rush into new ventures without a business plan. A business plan is your roadmap to success.

Before you begin writing your business plan, consider four core questions:

· What service or product does your business provide and what need does it fill?

· Who are the potential customers for your product or service and why would they purchase it from you?

· How will you reach these potential customers?

· Where will you get the financial resources to start your business?

Success in business is never automatic. It isn’t strictly based on luck – although a little never hurts.  It depends primarily on the owner’s foresight and organisation. Even then, of course, there are no guarantees. Starting a small business is always risky, and the chance of success is slim. Planning is crucial.


10 REASONS WHY SMALL BUSINESSES FAIL

· Inadequate business planning

· Insufficient capital

· Lack of management experience

· Poor location

· Poor inventory and cash flow management

· Over-investment in fixed assets

· Poor credit arrangements

· Personal use of business funds

· Competition or lack of market knowledge

· Low sales / not pricing properly

YOUR BUSINESS PLAN SHOULD DO THE FOLLOWING:

· Identify the target market by defining your audience; the size and scope of the market; details about competitors; your pricing and marketing strategies.

· Explain the benefits of your product or service, how it is unique and its appeal to customers. Include information about your company’s location and how that location will benefit your business.

· Show that you have effective management – people who not only have the necessary business skills, but who also work effectively together.

· Focus on the future by attempting to develop forecasts of relevant business trends over the next three to five years. At the same time, do not be too optimistic in extimating sales potential. Allow for the best, worst and most likely scenarios.

· Highlight current and potential problems and show how they will be overcome. This helps you avoid problems and boosts your credibility with investors and lenders.

· Develop a financial plan that includes a capital equipment list, a balance sheet, income statements or projections for three years, cash flow statements, break-even analyses and loan applications.

For business toolkit to see you through the planning stages, see www.bcentral.co.uk/betterbusiness/default.mspx.

WHICH STRUCTURE SUITS YOUR BUSINESS BEST?

There are several ways to structure the legal ownership of your business, depending on the nature of the business, the number of people involved, management capabilities, personal risk and your future plans.

Sole proprieter / sole trader:

This is best suited to a business that is not fixed asset-driven (ie, is service-based) and in which the owner is the sole employee. Income accrues directly to the owner and there are no complicated statutory returns other than meeting basic legal and tax requirements. The disadvantage is that the business is not a separate legal entity, so the owner is liable for, and can be sued for, the business’s debts. If the owner of the business dies, the business ceases to exist.

Partnership:

Based on the same principles as a sole proprietorship, this structure allows you to have up to 20 partners who share responsibility, skills and liability. A partnership requires a contract to formalize each person’s contribution to the business, their responsibilities, profit share, means of resolving disputes, diability / death insurance, and what procedure will be followed if the partnership changes or is dissolved. Finding funds for a sole proprietorship or partnership depends on the security that the individual owner / partners are able to provide.

Close corporation (CC):

This is a popular and widely used structure that gives a business a separate legal identity without the formalities of the Companies Act that governs (Pty) Ltd companies. This structure is ideal for a business that purchases stock on credit. A CC can have between one and 10 members, each of whom owns an agreed percentage of the business and who is liable for managing it properly. A CC can’t be owned by a company or be a subsidiary of another CC or company. A CC (rather than its members) can sue and be sued.

Company (Pty) Ltd:

This is also a separate legal entity in which directors are protected from individual liability. A company can make shares available to staff as a private company (Pty) or to the public as a limited company (Ltd), and these are easily transferred from one owner to another. (Pty) Ltd companies are subject to an annual audit. This is the best legal structure for people who ultimately want to sell their business to a large competitor, or list on the stock exchange.

HOW TO REGISTER YOUR CC

All CCs in South Africa are governed by the Close Corporations Act, which is administered by the Companies and Intellectual Property Registration Office (CIPRO).

Purchase CC registration forms from a locl stationer, or download them from the CIPRO website (www.cipro.co.za).

Choose a name for your corporation, plus a second and third option in case your fist choice is already registered. If you have access to the Internet, you can check this by using the name search function on www.cipro.co.za/home.

Reserve this name by filling in form CK7. Then complete the founding statement form (CK1) in duplicate.

Obtain written consent from a certified financial accountant to act as your accountant.

Certain payments must be submitted with the forms (usually under R200) and can be done via direct deposit, electronic transfer, credit or debit card, or in cash. See the CIPRO website or call the CIPRO call center on 0861 843-384 for details.

Send the forms, letter and proof of payment to the Close Corporations Registrations Office, Box 429, Pretoria 0001 or Block F, The DTI Campus, 77 Meintjies Street, Sunnyside, Pretoria.

If the corporation name is approved and all the formal requirements are met, the Registrar will allocate your CC a number. This must appear on all your business documents in addition to the letters CC after its name.


TAX IMPLICATIONS

A sole proprietor:

Is taxed as an individual, so the more your business earns, the more tax you pay.

All partners in a partnership:

Are taxed as individuals on their share of the profits. The more they earn, the more they pay.

Close corporations:

Offer tax benefits in that you can keep retained earnings in the business and delay the payment of tax. However, CCs pay a fixed rate of tax on every rand of profit earned.

(Pty) Ltd companies:

Pay a constant rate of tax regardless of income level, and are subject to an annual audit.

What is a trading trust?

A trading trust is created by a deed, under which property is held and managed for the benefit and profit of the beneficiaries named in that deed. It is not a separate legal entity from its trustees, but is regarded as such for tax and transfer duty purposes. Trustees must be authorized by the Master of the High Court. Trading trusts are appropriate for businesses such as property development enterprises.

What is a cooperative?

This is a separate legal entity that provides limited liability and conducts business for the benefit of its members. Its members are also, to a large extent, its customers. For example, cooperative societies or companies are used extensively in agriculture for the supply and distribution of farming supplies and products within farming communities.
HOW MUCH ARE YOU IN FOR?

During start-up phase, the small business owner needs funds for once-off start-up costs as well as at least six months of working capital. Plan for things to cost more than you think, and include this budget in your business plan.

Calculating start-up costs

If you are not sure what your expenses will be, make finding out part of your due diligence. Research similar businesses in your industry and aim to uncover any general expenses that you might not have thought of. If possible, consult a lawyer or accountant who has experience with small businesses.

Typically, start-up costs include the following:

1. Expenses before the starting date, such as market research, registration fees, legal fees, office stationery, design and printing of corporate identity (business cards and letterheads), registration of a domain name and creation of a website, installations and utility connections (if moving into a new property).

2. Start-up inventory (if yours is a product based business).

3. Cash reserve to support the company during the early months before sales reach break-even levels.

4. Current assets, such as fixtures and signage, office furniture and vehicle’s (either purchase price or down payments).

5. Long-term or fixed assets, such as property and equipment.

Beware of hidden costs

Hidden costs are those you don’t see, don’t always expect, and which seldom feature in a business plan. In fact, many people don’t realize that, while they are pounding away on their treadmills, the main things holding back the growth of their small business are costs that haven’t been factored into the monthly budget.

These costs vary, depending on the size and nature of your business, and can include:

· Monthly interest on your business overdraft (R100 000 at 11% costs you R934 every month). The interest rate is linked to the official prime rate and is dependent on factors such as risk profile, usage and collateral.

· Bank interest charged by suppliers when you pay them late.

· Interest lost when customers pay you late, or when you pay a third-party supplier before you have been paid by your own client for a product or service.

· Depreciation of equipment and property.

· Maintenance (eg, IT support, vehicle services).

· Money lost by spending time on tasks that could be outsourced (eg, spending R60 on a driver or delivery service, compared to an hour or two of your time that could be better spent closing a sale).

· Commissions and administration fees (eg, of benefit plans).

· Employee turnover is one of the most substantial hidden costs in business today and is commonly referred to as “the silent profit killer”. Remember that an employee costs more than his / her salary. Factor in the cost of additional equipment, office furniture, perks and training.

You can’t always avoid these costs but being aware of them helps you minimize their impact and plan for them in your budget.

Managing cash flow efficiently

Poor cash flow is one of the major causes of failure in small businesses. You can turn a profit but still go bankrupt if your business has a cash flow problem. Developing a cash flow forecast will indicate the estimated money flowing into and out of the business over a period of time, allowing you to set budgets and targets, and monitor performance.

In a new business you don’t have existing cash flow information on which to base a forecast. In the book Up and Running: A Guide to Running Your Own Business, local authors Andrew Patricio and Paul Mitchell suggest using the following questions as a guideline:

· What portion of your sales will be for cash, if any?

· What purchases will you have to make to achieve those sales?

· How much opening stock will you require?

· How much capital do you have available to invest in the business?

· What loans are you going to make from the bank or other sources?

· What monthly expenses will you incur?

· What capital expenditure are you going to make?

· What monthly salary are you going to draw?

Bear in mind the following factors:

· Seasonal fluctuations.

· Price increases.

· Emergency situations.

· The need to be conservative and realistic.

· Allow for late payments by debtors.

Regardless of the size of your business, it’s important to do regular cash flow and profit projections if you want to maximize returns and minimize cash flow problems.

REMEMBER THOSE LITTLE EXTRAS

Your start-up budget should also allow for initial monthly operating expenses, such as:

· Rent / mortgage payments

· Website hosting

· Equipment leases or loan repayments

· Salaries / wages

· Ongoing advertising / marketing

· Insurance 

· Tax payments

· Utilities

· Transport

· Office supplies / consumables

Consider speaking to a business banker for practical advise before you apply for finance. To locate your nearest Standard Bank expert, or to arrange for a mobile banker to visit you, call 0860 012 345

INTELLIGENT WAYS TO CONTROL CASH FLOW

Keep overheads down:

Every Rand counts. If you have a 20% mark-up, then every Rand of fixed costs spent unnecessarily means five additional sales are needed to get back to the same point. It’s easier to save costs than to grow profit, so don’t buy new if you can do with secondhand, and don’t buy at all if you don’t really need it.

Avoid Credit terms:

Bad debts are the quickest way to sink a small business. Make sure your payment terms are understood and agreed to in writing before a project begins or a sale is made.

Debt collection:

Follow up as soon as money is due. A new debt is far easier to resolve than an old one.

Improve supplier payment terms: 

Negotiate preferential payment terms, extensions of credit lines or discounts for early settlements. However, don’t compromise your relationships with your suppliers – you need them on your side.

Keep stock to a minimum:

Stock costs money to buy, transport and store. It can also be stolen, damaged or become obsolete. Managing stock sensibly is as important as managing cash flow.

CALCULATING COST VS PROFIT

Regardless of the type of business you are in, the price you charge has a direct effect o the profit you make. Simply put, the lower your expenses and the higher your prices, the greater your profit margin. Under-pricing will cause your business to fail, while over-pricing will lose your customers.

Set prices by establishing the total cost of the product or service provided (including all the fixed and variable costs mentioned on the previous pages). Divide this by the quantity of products produced, or hours spent to establish your cost price. Find out what your competitors are charging, and then decide on a selling price.
Determine your mark-up using this formula:

Mark-up% = selling price – cost price/cost price x 100

Mark-up is NOT the same as gross profit margin, which is calculated as follows

Gross profit% = selling price – cost price / selling price x 100

Example: If a can of coldrink costs R1.50 and you sell it for R3.00, then based on the above formulas, your mark-up is 100%, and your gross profit margin is 50%.
WHAT ASSISTANCE IS AVAILABLE?

The hunt for finance is an ongoing challenge for most small businesses in South Africa. Depending on how much you need and what you need it for, there are various funding options to get – and keep you – up and running.

How does your business look to a bank? The first questions banks ask when you apply for a loan, are: “ How sound is the business plan?” “ How strong is the projected cash flow?” “Do you clearly understand the business, and do you have the skills to run and manage it?” Banks also require collateral in the form of cash deposits or assets. This gives the bank security in case you are unable to repay the loan. It also shows your commitment and willingness to take a risk.

A business-tem loan is a relatively simple way to secure funds (from about R50 000) for any period up to eight years, repayable in equal monthly installments. This can be used to purchase assets, fund refurbishments or buy a small business. The loan period is not fixed and is determined by your monthly repayments.

An overdraft is quick and easy to arrange, and aids cash flow management because the cash is instantly available when you need it. However, the interest rate on an overdraft is high and using it for an extended period adds to your overheads.

A business revolving credit plan is a loan where repayments are made in equal monthly installments. Once you have paid back a portion of the loan (usually around 25%), you can withdraw the funds up to the original limit. The fixed monthly payments make for easy cash flow planning.

A medium-term loan has flexible repayment options structured in line with customer cash flow and is paid off over two to seven years (sometimes longer, depending on the bank and what best suits your business and cash flow). This is suitable for big capital expenses and is usually linked to the prime interest rate. The size of the loan depends on how much collateral you have.

You can use a business mortgage (up to about R5 million) to buy a “residential” property for use as business premises. Normally the loan is for up to 80% of the property’s assessed value and is repaid over 15 to 20 years. The potential to convert the property back to residential use must be maintained.

A commercial property loan offers long-term finance for the purchase or building of commercial or industrial premises such as shops, offices, warehouses and sectional title units or complexes zoned for business purposes. It also covers existing residential properties that are primarily used for business purposes and which have business rights.

How to get finance if you don’t have collateral.

Most small business owners find start-up capital from their personal assets, such as savings and retrenchment packages, or by using shares, bonds on a home and insurance policies as security. You should be prepared to invest as much as you can in your business before you expect others to invest in you. However, if you don’t have enough security to qualify for a normal bank loan, there are alternatives.

Guaranteed loans:

Khula Enterprise Finance limited is a government agency that enables local banks and finance institutions to provide collateral-free loans to SMMEs. Khula will guarantee up to 80% of a bank loan on behalf of a small business that does not have assets to put up as collateral. To qualify for a Khula-supported loan, you have to meet the normal banking requirements and provide a 10% deposit. For information contact your nearest bank or phone the Khula toll-free line on 0800 118 815, or see www.khula.org.za.

Donors and funding agencies:

If your small business involves innovative research and development or has the potential to make a significant impact in a particular industry, there are agencies that will provide development funds without requiring collateral or repayment. These agencies provide funding via a government department or through a partnership with a major South African company that has an interest in the research being funded. For examples go to www.brain.org.za/financing/donors.html.

Incentive schemes: Some organisations offer financial incentives such as reduced interest rates and payment terms, bridging finance, import finance and development or rehabilitation funds. These are usually available if a business establishes new facilities in economically inactive areas, creates significant job opportunities, beneficiates natural resources or uplifts a community or environment. Names, descriptions and contact numbers can be found at www.brain.org.za/FINANCING/incentives.html.

Venture capital and equity funding:

This is the process of securing funds (usually from about R500 000 up to R20 million) through another company to start or expand your business. The funder expects higher than average returns and normally obtains equity in your business. The SA Venture Capital and Private Equity Association (SAVCA) publishes a directory of members and their investment preferences. They can be contacted on (011) 885-2666 or www.savca.co.za.


SOURCING MONEY FROM YOUR DEBTORS

Debtor finance involves selling your debts (amounts owing to your business) to a third party at a discount, in return for cash. The purchaser then takes over the collection of the debts. Most commercial banks offer this service and pay you an agreed amount (usually 75%) at the time of the purchase. 

Generally they charge a service fee or a percentage of the credit sales. Each bank or factoring company has certain criteria that your business must meet in order to qualify for debtor finanace. If you work with large companies that often pay late, this can be a way of improving your cash flow situation.

TO BUY, OR NOT TO BUY

Few small businesses can afford to pay cash for assets such as vehicle and office equipment. There are various ways of financing these, depending on your cash flow and tax situation:

Instalment sale: This means you can use the asset from the start of the instalment contract, but it only becomes yours when you make the last payment.

Leasing: You use the asset and pay “rent” to the leasing agent or owner. At the end of your repayment period you may buy the asset, refinance it or continue renting it.

Full maintenance lease: This is the same as leasing but includes maintenance, eg, of cars or computer equipment.

Access finance: This allows you to pay extra money into a particular loan account. You benefit from the lower interest charged, but are still able to withdraw that extra money at any point to purchase assets if your business needs them.

THE CHALLENGE

In 2002 there were 2,3 million people who owned non-VAT-registered businesses. More than half of these required money to start their business, but only 11 067 (less than one percent) obtained it from commercial banks.

Standard Bank suggests following these five steps when applying for finance:

1. Download the relevant application forms from www.standardbank.co.za.

2. Complete the forms that refer to “building your business plan”.

3. Using the notes on this website, complete the financial forms.

4. Set up an appointment with a business banker and make sure he receives a copy of your business plan at least three days beforehand.

5. Apart from your business plan, take proof of identification of yourself and your business partners, proof of ownership of assets mentioned in  your business plan and copies of your lease or rental agreements. Be completely open with your banker. If you have a poor credit record, give your banker all the details and reasons why, and a record of how the debt was paid.
HOW TO START WITHOUT MONEY

Don’t quit your day job: 

Use your current income to experiment with your idea. Find out what prospective customers think of your idea and whether there is a market for your product.

Work out (and use!) a business plan:

Start working on a business plan as soon as your ideas begin to come together. Develop this plan as your ideas change.

Get the paperwork out of the way:

Attend to all the regulatory requirements early, so that you don’t waste valuable selling time once your business is launched. See page 32 for details.

Get your systems in place early:

Don’t launch before you have systems in place for things like record-keeping, invoicing, bookkeeping and customer care. These will keep your business running while you focus on growing your client base.

Build up sales before you launch:

Ideally, get a few regular customers before you go into the business full-time, to build up a customer base.

Get some suppliers on your side:

See whether your suppliers will give you a few months in which to pay while you are starting up. This way, you don’t have to get loans to buy supplies.

Start gradually:

There may be certain products or services that sell better than others, with less infrastructure and capital outlay. Start with these and get the cash flowing.

IF BORROWING MONEY FROM FAMILY AND FRIENDS……

Don’t be too relaxed about financial agreements.

Don’t ignore the possibility of failure.

Don’t ask for more than they can afford to do without.

Do keep them regularly updated.

Do be open to their advice.

Do consider being mentored.


FIVE VENTURE CAPITAL BASICS

Before talking to investors to secure additional finance, make your proposal as appealing as possible by following these steps:

Build a management team:

Experience and the ability to grow the company is the number one priority for most investors.

Make your business plan stand out:

Show the potential of your idea. Be concise and tell the truth.

Approach the right investor:

Don’t waste your time on people who have never put money into a company like yours.

Know your market:

Compile statistics, interview potential customers and read trade journals.

Network, network, network:

Develop relationships with attorneys, accountants and people who have investor connections.

UNTANGLING TECHNOLOGY

There are countless hardware products that promise to help entrepreneurs do things better, faster and cheaper. But before you rush out with your wallet in hand, make sure you understand the basics……

What are you going to use the equipment for, and what do you need it to be able to do? Many small office systems are sold as all-in-one packages, which offer great value but might not include everything you need. Consider the following and make a list of “must-have” requirements:

The Central Processing Unit (CPU) controls the speed at which a computer processes information. You’ll need a PC with at least a 450 megahertz (MHz) processor for tasks like bookkeeping and using the Internet. For heavier demands, like graphic design or architectural drawings, you’ll need 800 MHz or more.

Random Access Memory (RAM) is where your computer stores the information it is currently working on. The more memory you have, the faster you can work and the more programs you can have open at the same time. Choose at least 64 megabytes (MB) for basic administrative tasks, and double or more if you’re using graphics-based software.

The hard drive is where your PC stores your work and programs. Most PCs come with at least a 40 gigabyte (GB) hard drive, which is adequate for a basic office machine. The rule of thumb is to buy the biggest you can afford – the smaller the hard drive, the sooner you will have to upgrade your machine.

Large monitors, or screens, make for easier viewing but are also more expensive. Sizes range from 14 inches to 21 inches (the diagonal measurements) and most people are comfortable with a 15- or 17-inch screen.

Choose a keyboard and mouse based on comfort and ease of use. Ergonomic keyboards are shaped to the natural alignment of your fingers and wrists but can be awkward if you are not a touch-typist. Some machines have a built-in mouse (in the form of a trackpad or trackball). Choose what you feel most comfortable with.

PCs usually come standard with a 3,5-inch disk drive, as well as a CD-Rom or DVD drive. Check that whatever you buy has extra disc drive slots in case you want to add more drives in the future.

Sound and graphic cards allow you to process and play back sound and images on your PC. Cards with more built-in memory offer better performance. A designer, architect or computer animator, for example, would need a high-end graphics card that is able to process more colours and information at the same time.

Avoid “clones”. Unlike branded machines (eg, Fujitsu Siemens Computers), the companies that manufacture and sell clones do not invest in extensive research and development. They source components – often at the lowest cost possible – from several suppliers. While clones are generally slightly cheaper than branded computers, their long-term reliability is questionable. Clones can cost you more in the long run as downtime can seriously affect productivity.


KNOW YOUR NEEDS

How will you communicate with the people involved in your business? How often will you need to use the phone, fax machine, email or Internet?

What systems do you need to operate your business, eg, basic administration, or specialized systems such as graphic design or stock management programs?

What hardware do you need to run these systems? Different software requires different PC operating speeds, memory and storage capacities.

How will the information in your business be used and shared? If staff need to regularly access information stored on different computers, you might need to network your machines.

Do you need to be mobile? How critical is it for you to be able to access information while you are away from your office?

What kind of free help and technical support will you need? Will the vendor you buy from be able to provide it?


7 ESSENTIAL HARDWARE BUYING TIPS

· Buy a recognized brand name or from a reputable dealer.

· Buy a complete system from one manufacturer, so there are no arguments about support if things go wrong. Get a next-business-day, three year, on-site warranty.

· Don’t cut corners when it comes to your comfort: spend extra on a good mouse and keyboard and a large, high quality monitor.

· Be wary of cutting-edge technologies or new releases. They cost more and may have bugs that need to be worked out.

· Your needs will grow. You may only need a word processor now. That’s almost guaranteed to change within the life of your hardware.

· Don’t buy cheaply and plan to upgrade. It’s a much better investment to buy a quality system that will give you service for three-to-five years.

From www.geekgirls.com/basic_choosing_hardware.htm
For information on trends, services and hardware solutions specifically for the small business market, visit the Fujitsu Siemens Computers website at www.fujitsu-siemens.co.za/sme/index.html.

SOFTWARE FOR SMALL BUSINESSES

Think of software as a set of tools designed to take the “slog” work out of running your business. The right tools can raise your business to a whole new level. The wrong ones can cost you time, money and a great deal of stress. Choose wisely.

Before you do anything else, decide which operating system you want to use. There are a few to choose from but remember that not all software will run on all operating systems. If a particular program is essential to your business, this will dictate your choice. Microsoft Windows offers the best all-round business support, flexibility and security and is suited to most, if not all, business applications.

Operating systems usually come with a variety of high-quality software included, such as email and Internet browser software and a selection of fonts, among other things. However, you will still need to purchase licensed copies of any specialized software programs needed to run your business.

Most basic admin programs are available in integrated office software suites, which can be bought as single packages. These offer good value if you need two or more of the included applications. There are several major office suites available but they don’t all contain the same type of software. They are also often available in different versions, catering for different needs and budgets. So don’t just compare prices, compare contents too.

Typically, an office software suite (such as Microsoft Office) should include everything you need to run the financial and administrative aspects of a small business, for example:

· A word processing package for basic layout and formatting of documents (eg, Word).

· An office spreadsheet program for basic accounting, statistical planning and management (eg, Excel).

· An office presentation graphics program (eg, Powerpoint).

· An easy-to-use design and layout program for basic business publishing and marketing materials (eg, Publisher).

· Email software with contact management features. This should allow you to manage email and general communication, calendars, contacts, personal and team information, as well as business contracts, sales opportunities and personalized email marketing campaigns (eg, Business Contact Manager in Outlook).

While it is possible to set up accounts in a spreadsheed program such as Excel, you might prefer to buy a separate accounting package. For sole proprietors, a personal financial package may be sufficient (eg, Microsoft Money). For more complex requirements, consult with your accountant to make sure you buy a package that is compatible with his / her software and that suits your company’s requirements.

For software information and training options, visit www.microsoft.com/office, www.microsoft.com/money and www.microsoft.com/southafrica/learning.

CONNECTIVITY: WHAT ARE YOUR OPTIONS?

E-business is not as much about doing business on the Internet as it is about using Internet technologies and the web to improve the productivity and awareness of your business.

Getting your business online can be simple and quick, but choose your service provider carefully. Think about where your business is heading and look for an Internet partner that understands your needs and that will grow your connectivity with your business.

STEP 1: Get connected

There are four connectivity options, depending on your business needs.

Analogue dial up:

Ideal for the home user, this offers a dial-on-demand connection that operates through a normal telephone line. It is the most common and generally the cheapest method of access.

ISDN line:

This is a digital dial-up connection, which is faster and more reliable than analogue. As with analogue dial-up, you pay for the time spent connected. It is ideally suited to people who use the line for short periods, or only for downloading emails. If you are spending over R800 a month on analogue dial-up it’s time to upgrade to ISDN. If you are spending over R1200 a month on either dial-up option, then it’s time to upgrade to ADSL.

ADSL:

This is a separate digital line, which means you are permanently connected. It offers stable, secure, dramatically faster Internet access speeds at a fixed monthly cost, regardless of how much or how little you use it. It allows you to use the phone and Internet at the same time.

Leased line:

This is a dedicated, permanent connection that offers real-time email and Internet access for a fixed monthly cost. Numerous people can use it simultaneously, and it is ideal for business users who spend eight hours or more a day on the Internet.

For ISDN, ADSL and leased line options you have to apply to Telkom for the line to be installed before your service provider can connect you to the Internet.

STEP 2: Your domain name

Registering your own domain name gives your business a unique address on the Internet. You can use it for your email addresses (eg, you@companyname.co.za) and for your company website (eg, www.companyname.co.za). The name remains yours as long as you renew it each year. Your service provider can register your domain name for you. The MWEB Business website has a search facility through which you can check whether the domain name you want is available or not. See www.mwebbusiness.co.za/domains.asp.

STEP 3: Get a website

Creating and maintaining a website is the easiest and most cost-efective way to market your products and services to a global audience. Most service providers offer website design and hosting services specifically for small businesses, for a minimal once-off fee and a fixed monthly cost. Your service provider can also give you detailed statistics to show how many people have accessed your site each day, week or month. The website can also be upgraded at a later stage to include e-commerce capabilities.


THREE RULES OF SHIFTING TO E-BUSINESS

Focus on people as much as processes:

Business revolves around the people doing it and not the other way around. The itch to put a technically perfect system in place has to be subdued – you rather need a system that your staff will use.

Automate only as much as you need:

Start where it matters to you most, eg, customer and supplier-facing processes. In a service industry, client contact management might be the priority. In a product / retail business it might be inventory accounting and tracking.

Change starts at the top:

If, as a small business owner, you check your email only AFTER printing it out, then your e-enablement is as good as dead. Change must be believed in and lived by management, owners and partners before the rest of the business can adopt it.
FINANCIAL FOUNDATIONS

Should you lease or buy? Do you want to merely use the asset in the short term or own it in the long term? Before you sign on the dotted line, consider the pros and cons of buying vs leasing.

Owning assets increases the value of your business and provides security with which to obtain finance. But few entrepreneurs have cash to buy everything up front, and high loan repayments can kill a company before it has submitted its first tax return. So which is better – to lease or to buy?

Leases and loans are simply two different methods of financing. One finances the use of an asset, the other finances the purchase of it. One isn’t always better than the other and the decision depends on your particular financial situation and business priorities.

Financial leases are the most common by far and are usually written for a term not exceeding the economic life of the equipment. You pay a fixed monthly fee and ownership of the equipment reverts to the owner (lessor) at the end of the lease term. The lease cannot be cancelled and you (the lessee) are responsible for maintaining the equipment.

In an operating lease or “maintenance lease”, maintenance of the asset is the responsibility of the lessor. Computer equipment is often leased this way. An operating lease can usually be cancelled under conditions spelled out in the lease agreement.

Sale and leaseback is similar to the financial lease. The owner of an asset sells it to another party and simultaneously leases it back to use for a specified term. This arrangement lets you continue using the asset while feeing up the money paid for it, to use elsewhere. Buildings are often leased this way.

Net or gross leases describe the conditions of a lease in terms of maintenance, taxes and insurance. In a net lease you pay these expenses while, under a gross lease, the lessor is responsible. Financial leases are usually net leases. A full payout lease is when the lessor makes back the full purchase price of the asset during the period for which it is leased.

DELEGATING FINANCIAL MANAGEMENT

Many businesses fail for two rasons: either they do not have a proper business plan or they do not follow it. Keeping a business sustainable means comparing your records to your planned sales costs and cash flow, and taking action if anything goes wrong.

As the owner of a small business it is easy to become caught up in the actual work and lose sight of the fact that you are also needed “at the top”. This is where a financial practitioner or accountant can help. Between this professional and the business owner, the financial management of even a small company should include:

· An annual budget of income and expenses.

· Monthly collation of all invoices, expense vouchers and bank statements for the preparation of financial statements. These include the income statement (which shows the profit and loss in terms of sales through to retained earnings) and the balance sheet (which shows what the business owns vs what it owes.

· A set of management accounts that reflect issues such as budget variances, seasonal fluctuations in business and your working capital situation. You must update your business plan continually to reflect the changes discussed.

A Rand in the hand is worth two in the post

Understand the time value of money and use it to guide your business investment decisions. For example, if you invest R1 000 that generates a monthly profit of R20, then over five years you make a paper profit of R200. But over five years, what looks like a 20% return is effectively only 7,4% per annum. You’d make more money, with less risk, by putting the cash in a fixed deposit or money market account.

Learn to do more – with less

Cost reduction is not about arbitrarily cutting any and all expenses. You need to understand the nature of your business costs and how these inter-relate with sales, inventories, cost of goods sold, gross profits and net profits.

In analyzing your expenses, use percentages rather than actual Rand amounts. For example, if you increase sales and keep the Rand amount of an expense the same, you have decreased that expense as a percentage of sales. When you decrease your cost percentage, you increase your percentage of profit.

On the other hand, if your sales volume remains the same, you can increase the percentage of profit by reducing a specific item of expense. Your goal, of course, is to do both: to decrease specific expenses and increase their productive worth at the same time.

Before you can determine whether cutting expenses will increase profits, you need information about your business – and that means having a good record-keeping system.


THE VALUE OF RATIO ANALYSIS

Use your income statements and balance sheets to check the profitability and liquidity of your business. Here are some formulas that show, at a glance, how healthy your business is:

Return on capital employment

(Profit before interest and tax) / capital employed x 100

Liquidity (how easily an enterprise is able to pay its debts):

Current ratio = (current assets)/ current liabilities

A ratio of “2” is generally believed to be a good liquidity benchmark, but you should also compare your ratio to similar businesses in the industry, and take into account trends within a company itself.

This ratio excludes inventories from current assets, as they can be difficult to convert into cash. Here, a ratio of “1” is generally believed to be a good guideline.

Quick ratio = (current assets – inventory / current liabilities.

RECORD-KEEPING: USE IT, DON’T LOSE IT

Simply put, keeping records means documenting how much money your business receives and how much goes out. This helps control cash, evaluate the success of the business, plan for the future and demonstrate to others how the business is doing.

Good record keeping helps you to make informed decisions and comply with legal business and tax requirements. One type of record keeping does not suit all businesses, and your choice o system depends on:

· The size of the business.

· The type of business.

· Ownership structure.

· The record-keeping skills of the owner.

Check the quality of your business’s record keeping by ticking off the following list, devised by US-based Alberta First, an industry partnership that supports new businesses:

· Are your personal and business financial affairs clearly separate?

· Does your bookkeeping system meet the needs of your accountant?

· Can you easily track your business’s money and its financial performance?

· Are your records up to date?

· Does your accountant spend more time on your financial statements and tax returns, rather than on basic bookkeeping?

· Does your daily cash sheet usually balance without major discrepancies?

· Can you easily access information on money you owe and money owed to you?

· Do you reconcile your bank account at least once a month?

· Do you file copies of all your sales invoices?

· Do you keep a file of all invoices and bills that are paid?

· Does your payroll system work well?

· Are you remitting payroll deductions to the tax authorities on time?

· Do you keep business safety records and customer service records?

· Do you have a clear idea of how much inventory you have on hand?

Electronic filing

If your business handles large volumes of documents, then electronic filing can save you space, time and human resources. There are numberous software programs that offer comprehensive electronic filing and archive capabilities, and which allow you to compare and update information, cross-reference documents and automate certain tasks.

For a small business this could avoid postal delays in transferring information, a lower stationery bill (electronic signatures and billing reduce the need to print hard copies) and greater reliability (unlike paper documents, which can be lost or misplaced).

But hard disks can crash, and computers can be stolen. When your business relies on electronically stored information, you must have a back-up plan, and you must use it.

Back-up and storage

The golden rule of back-up is to make it as simple, reliable and as automatic as possible. In devising a back-up strategy, consider the following:

· What data is stored on your system and how would it affect your business if you were without it for a few hours, days or weeks?

· What back-up media is most convenient for you? Tape drives are the most popular option for large enterprises because they are inexpensive, robust and simple to operate. CDs are transportable and convenient for smaller amounts of info, while a designated hard drive could back up large amounts of data or entire systems. Alternatively, fully automated online server space can be rented from an external company.

Back-up is an issue of discipline, rather than money, and operating systems like Windows have built-in back-up programs that work with any of the above media. Either way, the potential cost of lost data far outweighs any money or time you spend backing up your information.

Legal implications: The ECT Act:

The Electronic Communications and Transactions Act of 2002 (ECT) affects the way an organisation stores its information and the way it conducts business on and through the Internet. The Act covers issues such as:

Record-keeping:

Do you record and store all electronic communications and documents as records that could be used as evidence against potential legal claims?

Electronic communications: Email messages, attachments and all the contents thereof are now legally binding, and must be controlled and stored with the same diligence as any other official business communication.

Knowing the conditions of the ECT Act is a must for every business owner. Download a copy from www.gov.za/gazett/acts/2002/a25-02.pdf. Alternatively, ask your Internet Service Provider for information and advice on ensuring that your website and / or email systems are ECT-compliant.

eFiling tax returns

eFiling is a company belonging to the South African Revenue Services that allows you to submit various tax forms and tax payments online. No special software is required – just a web connection and a standard Windows operating system.

It operates through a secure line and offers convenience (24 hours a day), ease of payments and calculations (which are set up automatically, access to a full history of submissions and payments, a quicker rebate cycle, increased security and no capital outlay. There is also a facility to apply for tax directives, which can be obtained within 24 hours.

Some banks have incorporated eFiling into their existing online business banking facilities to help integrate and simplify your financial management. Speak to your bank for more information, or contact SARS on 0860 709 709 or email info@sarsefiling.co.za.

For more options see www.microsoft.com/businesssolutions/solutions.overview.aspx.


WHAT TO KEEP – AND FOR HOW LONG

INDEFINITELY:

Annual financial statements, tax returns / assessments, payments made on behalf of personnel, stop orders, Companies Act returns, memoranda and articles of association, special resolutions, minute books, register of company directors / officers, register of directors’ interests, register of members, documentation on members’ interests, dividend schedules, property ownership titles, prospecting agreements, participation and joint venture agreements, insurance agreements, mining authorizations, trust deeds, personnel benefits.

7 YEARS:

Bank statements, vouchers, cashbooks, cheques and cheque requisitions,  creditors invoices / statements, deposit slips, fixed assets register, journal reports, general financial files, petty cash vouchers, sales invoices, confidentiality agreements, leases, guarantees / surety, appointment agreements (eg, auditors, professional advisors), financial services / banking agreements, loan agreements, permits and authorizations.

5 YEARS:

General ledger reports, employment contracts, general personnel files and personnel loan records.

4 YEARS:

Payrolls / salary and wage registers.

3 YEARS:

Creditors’ ledger, debtors’ ledger, vouchers journal, petty cash book, other internal financial documentation, offers of employment, leave forms, increment schedules (personnel), attendance registers, general records and correspondence.

1 YEAR:

Cheque stubs (after annual audit).

LEGAL REQUIREMENTS

Start your business on solid legal foundations by making sure that you know about – and comply with – the legal requirements that affect your line of work.

Every new business has to register with the South African Revenue Services (SARS) for provisional tax, Value Added Tax (VAT), employee tax and the skills development levy. Remember that SARS regards CCs, companies and trusts as taxpayers int heir own right, separate from the individual.

Different tax rules apply depending on the size of your turnover. For example, you are not obliged to register for VAT if your predicted annual earnings are less than R300 000. You can, and might wish to do so anyway, if the VAT benefit is to your advantage.

If you employ staff, ask yourself the following:

· Am I paying employee tax – both Standard Income Tax on Employees (SITE) for salaries under R60 000 and Pay-As-You-Earn (PAYE) for those over?

· Am I paying the skills development levy?

· Am I exempt from these two charges? (If the total amount you pay to all staff per year is below the tax threshold of R250 000, you might not have to register for either of the above).

· Am I paying UIF? (1% of remuneration to be deducted from each employee’s salary, and another 1% to be paid by the employer. This applies even if your staff receive the minimum legal wage).

· Am I registered with, and paying an annual fee to, the compensation fund (as stipulated in the Compensation for Occupational Injuries and Disease Act)? This applies mainly to manufacturing enterprises.

· Do I have a copy of the Basic Conditions of Employment Act on my premises? (This can be obtained from the Department of Labour).

· What is the minimum wage I can pay my employees? (This is outlined in the Wage Determination Act, and can be obtained from the Chamber of Commerce).

As a new business owner you should also ask your local council what Regional Services Council (RSC) and other compulsory levies apply (such as on sales, wages, salaries and owner’s drawings); whether any additional trading licenses must be obtained or inspections conducted; and if you need special permission to operate your business in the area.

Tax trimming tips for small business

Diarise due payment dates:

This helps to avoid paying interest and penalties

Claim maximum retirement annuity (RA) deductions:

The Income Tax Act allows for an additional deduction of R1 800 per year for RA contributions that are in arrears. Arrange with your RA fund to make an extra contribution for a previous year in which you did not claim your maximum deduction. You can then claim this payment during the current tax year.

A tax shelter business:

If you run a business as a sole proprietor from home, you can claim a range of legal deductions, eg, a portion of your mortgage bond interest, telephone bill, vehicle expenses and entertainment costs. However, the business must generate a small income and have prospects for making a profit in the future.

Channel income to your children:

A child is taxed in his / her own right, with a threshold of R21 110 per year. If you pay a salary of less than this to your child for work done, you can claim it as a business expense and your child won’t be taxed. Bear in mind that salaries must be in relation to the service rendered, and the child must be 15 years or older.

Restructure your debt:

Create an “owner’s loan” by selling assets to your business on credit. Use the money the business pays you to settle personal debt, while the business claims the interest it pays on the loan it took to buy the asset. This can be tricky though, so get advice from a good tax consultant first.

Separate CCs:

When you sell an asset (eg, a vehicle) you are taxed on the profit you make that is above the tax write-off value. If this asset is in the name of a separate CC, you can sell the whole CC. According to the normal tax rules, the profit made is a capital gain and Capital Gains Tax (CGT) applies. CGT applies only to a portion of that profit, rather than the full amount.

Is your software legal?

If the price of that new software package looks too good to be true then it probably isn’t. “Pirated” software is not only illegal, it can also harm your business and damage your computer.

But how can you be sure that you’re not inadvertently breaking the law?

· If you copy software or distribute it, either for home use or for work, without a proper licence for each copy, it is pirated.

· If a computer manufacturer takes one copy of software and illegally installs it on more than one computer, what you are buying might be illegal. Ask for proper license documentation when purchasing a new PC or software.

· Unauthorised copies of software are often available over the Internet. If you download something make sure that the publisher has authorized this distribution.

·  Sometimes illegal software has counterfeit packaging that looks like the original. There are ways of telling the difference – contact the manufacturer if you have doubts.

· The resale of software marked (NFR (Not for Resale) is illegal. Watch out for online distributors offering special deals on software bought from “liquidated inventories” or “through bankruptcy sales”. These descriptions are sometimes used to fool consumers into believing that they are getting a genuine product.

Your business software is an asst and should be managed as such. By keeping it legal you ensure that you always have the full value, support and functionality that your business needs to operate at its best. The Business Software Alliance can give you support in making sure that you are using legal software.

See www.microsoft.com/piracy.default.mspx.


4 REASONS TO KEEP IT LEGAL

Pirated software costs you more:

It comes without a manufacturer’s warranty, and without any technical support. Without a valid licence for your software, you have no legal recourse if something goes wrong.

It’s sub-standard:

Pirated software often lacks key elements, documentation and upgrade options.

You get infected:

No matter how careful you are, viruses can still enter your system through counterfeit or hard-disk-loaded software from dishonest resellers. This could wipe out data or bring down your whole system.

It’s a crime:

Using pirated software is a copyright infringement, a form of theft. Millions of rands in fines could be payable, not to mention five years’ imprisonment for a first offence and 10 years’ [imprisonment for a second. Think of your business’s reputation.

GET A HANDLE ON HUMAN RESOURCES

When a small business gets big enough to need more than on “driver”, it can be hard to adjust. But when you’re ready to start hiring help, here’s how to minimize the worry.

Grow with your business:

Analyse the level of help you need, the kind of manager you are and the changes you will need to make to allow a new person to enter the business.

Don’t just offload chores:

Hiring is a decision to grow your company, and is not just about getting someone to help you with the overload. Before hiring, tap into the knowledge of other small business owners who have been through the process and think carefully about your strategy for the next few years.

Make a list of tasks:

List the company’s critical responsibilities and decide what only you can do, what you prefer to do and what you can delegate. Choose a title and formulate a detailed job description for the new position.

Set expectations for performance:

Make sure you are prepared to offer ongoing and constructive feedback.

Don’t rush it:

Get a feel for your business cycle – the good months and the bad. Experts suggest saving at least a year’s worth of expenses and overheads before you hire, to see you through any rough patches.

Hire attitude, not skills:

If a person is smart, eager and open-minded, training will come easily – especially in a multitasking small business. You will be spending a lot of stressful time together, so choose someone who has a business approach and entrepreneurial spirit that complements yours.

Don’t wait for perfection: 

A first-time hire must be able to do several things well – not one thing perfectly. If your first choice turns out to be the wrong one, just chalk it up to experience and then keep recruiting.

What staff want:

A happy employee is a productive employee. You need to instill faith and make them feel valued. To keep your staff motivated, you must be able to give them straight answers to these three questions:

1. What’s the plan – how will this new company work?

2. Where are the tools, and how is this plan meant to happen?

3. How are the tools best used?

Here are some proven strategies to making employees feel that they matter:

· Recognise individuals. Let them know that they can make a difference.

· Be responsive. Don’t ask for feedback or suggestions and then simply ignore them.

· Tap your top performers as teachers. Encourage your best staff to share expertise through training or mentoring.

· Help them to reach their dreams and goals. If you want them to invest in your success, you need to invest in theirs.

· Create an atmosphere of trust. Don’t spring things on staff without explaining why you’re doing it.

· Don’t be a “superowner”. Ask for input to solve problems or develop strategy. You’ll end up with happier staff – and loads of new ideas.

Too small for labour law? Think again!

Most employers and employees in South Africa, regardless of business size, are subject to the provisions of the Basic Conditions of Employment Act (BCEA) and Labour Relations Act. These stipulate the minimum terms on which any employee must be employed in terms of leave, overtime, working hours and payment, among others. They also provide strict guidelines on dismissal, retrenchment and dispute resolution procedures.

With respect to small business, the Acts cover prospective employees (job applicants) as well as former employees, but NOT independent contractors, ie, people who sell their services to the public and who do not fall under the control of an employer. Businesses with 50 employees or more are also subject to the Employment Equity Act, which requires the company to have a formal policy or affirmative action programme in place.

Certain industries may, by their nature, involve different employment conditions to those prescribed in the Act, and the BCEA makes provision for this either through special agreements with trade unions, individual agreements with employees or formal variations granted by the Minister of Labour. For example, the section of the Act that regulates working hours does not apply to workers in senior management or who earn more than R115 572 per year.

Get the most out of teleworkers

Many small businesses use staff or contract workers who work away from the office. Studies have shown that this can cut expenses by as much as 40%, reducing your fixed costs such as office space, furniture and fixtures, utility bills and office consumables.

However, keep in mind that teleworkers pose a different set of management challenges to normal office staff. Here’s how to get the most out of them.

Explain the mission and job:

Create a written agreement to explain your expectations, how the work will be evaluated, what defines success, and when and how reviews will occur.

Review policies and benefits beforehand:

Make sure these are in line with the BCEA. Hiring a freelancer to avoid employment laws and regulations could open you up to legal action.

Stay in touch:

Besides regular phone calls, bring teleworkers into the office for periodic updates, to maintain ties with the rest of the staff. Make sure they have the same access to HR systems, benefits and policies as on-site employees.

Understand who works for whom:

If you use an agency to find contract workers, make sure that everyone understands that the agency is responsible for issues such as salary payment. Discuss problems with the agency before you address the employee.

Measure productivity, not activity:

The lack of face-to-face contact makes it harder for teleworkers to prove themselves. Create clear performance benchmarks.

When is a contractor NOT a contractor?

The Labour Court may not accept the title of “independent contractor” at face value. Contractors may be legally regarded as employees if they:

· Fall under the direction of the employer.

· Work hours that are subject to the control of another person.

· Form part of an organisation.

· Are economically dependent on the employer.

· Are provided with tools or equipment.

· Only work for one employer, and have not worked for at least one other person for a minimum of 40 hours each month, over the last three months.


EMPLOYEE BENEFITS: YES OR NO?

A prospective employee is most concerned with the nett or take-home salary. The small business owner, on the other hand, must focus on total cost to company. Calculate what a new employee is going to cost in terms of salary, tax, levies, investment (such as training, new equipment) and benefits.

Some companies now offer healthcare and / or retirement packages specifically structured for cash-strapped small businesses. It’s worth doing your homework, because offering employee benefits can have some financial advantages:

· Plan contributions are tax-deductible.

· Setting up plans for staff might net your better benefits for less money than paying for your own plan alone.

· Some employees might accept certain benefits as a substitute for higher salaries or raises.


TOP 10 HR MISTAKES

Lack of policies and procedures.

Employees need to feel they are being treated fairly and consistently.

Misunderstanding probationary periods.

If an employee is going to fail it should not be a surprise.

No job description.

People need a clear expectation of what they should be doing.

No contracts.

Legally, all employees must receive written terms and conditions of employment.

No performance feedback.

Motivated employees need to know the goals of the business, your expectations for their performance, and if they are meeting them.

Avoiding conflict.

A small problem could become a major issue later.

Using contract workers to circumvent legislation.

This may result in problems if an employee has a reasonable expectation that his / her contract will be renewed.

Management attitude.

You are all on the same team, working for the good of the business.

Lack of communication.

Share ideas, inform your employees and build trust.

High expectations. 

People don’t learn by doing things perfectly the first time.

MAKE SURE YOU’RE COVERED

Although you don’t have to insure everything, you must be sure that your business can take the knock if things go wrong.

Business insurance is all about managing risk. Packages can be tailored to suit your specific budget and business needs, but all are based on three core types of cover:

Liability:

This protects a business from financial loss as a result of injury, death or property damage caused by the business’s operations, employees or products. For example, you would be covered if a client is injured in a fall on company property, or if one of your products makes someone ill.

Property insurance:

This protects the value of physical assets like buildings, vehicles and equipment, either in terms of the replacement cost or actual cash value.

Business interruption:

If a business closes because of an insured property loss, this cover age will pay ongoing expenses such as rent, utilities and some or all payroll expenses. It could also include “extra expense” insurance, which covers the cost that you might incur in order to speed up the restart of operations (eg, using a courier to deliver new equipment in three days, rather than waiting two weeks while it is shipped). However, check that your policy kicks in within a few days of the event. Several weeks without income could destroy your cash flow.

If a company suffers financial loss due to mismanagement, the response is often to sue the directors and officers. Directors’ and officers’ liability protects both the company and individual executives. Small businesses should also consider Keyman insurance. This is appropriate where one or two individuals are critical to a business’s success. It works the same way as a life insurance policy, except that the death benefit goes to the company, rather than the indivvidual’s family.

Insurance essentials

Some basic insurance is usually compulsory for a new business that is talking out a bank loan or looking for investors. For example, comprehensive business mortgage insurance is essential for all business mortgage loans. This is usually arranged automatically by your bank when the bond is registered. The property is then full insured for the duration of the bond agreement.

Basic business insurance can also include bad debts, burglary, cash-in-transit heists, hijackings, employee insurance, fire, loss of profit, natural disasters, personal insurance, public liability and vehicles.

If you operate a home-based business, don’t be lulled into a false sense of security. Many homeowner insurance policies limit or exclude business-related equipment. Check your home owners policy very carefully before you rely on it for the business as well.


BEFORE YOU TAKE OUT AN INSURANCE POLICY

Before signing any insurance paperwork, ask yourself the following:

· What do I want loss protection for?

· How much are these items worth? (Be realistic, don’t under – or overestimate).

· What kind of coverage do I need – what is it I want protection from (eg, fire, theft, everything possible).

· Who would I like to be covered (all employees or only certain staff?).

· What exclusions or conditions apply to my current or prospective insurance packages and do these restrict my business operation?

· Is my insurance policy tailored to suit my specific needs or are there other more suitable / cost-effective options?


INSURANCE CHECKLIST

Have the following information at hand, or in an easy-to-access place, in case of an emergency:

· Insurance agent (name, telephone number and after-hours telephone number)

· Policy numbers

· Location of original policies

· Deductibles

· Coverage limits

· Replacement cost or actual cash value

· Equipment serial numbers and invoices / proof of purchase

MARKETING YOUR BUSINESS

“It’s not just what you say that stirs people. 

It’s the way you say it!” – The Microsoft Small Business Kit

You can only start marketing your business effectively when you are able to do the following:

1. Define your business – from a customer’s point of view – in 30 words or less. What do you want to be known for, what do you want to accomplish?

2. Describe your point of difference, or unique selling point. Why would customers come to you rather than anyone else?

3. Create an image. Your logo is the “face” of your brand. Whether you hire a professional to design it or you produce it yourself, your logo must match your brand (as described in the two points above). Keep it simple. You need to be able to communicate your company name and an emotion in less time than it takes to sneeze.

Local reputation management and training consultant, Deon Binneman, outlines the following as being essential to any small business marketing strategy:

· Identify your customers. 

Who is your ideal customer, including his / her age, income level, geographic regions, education level?

· What’s on their wish list?

Discover what makes them tick, what they need, what products they use and how they use them.

· Define your competitive advantage.

What is your company good at doing? What do you like doing?

· Relate to emotional buy-ins

What  words, feelings and emotions will make your product appeal to your customers?

· Build your reputation

Do more than you are expected to. Build credibility by maintaining high standards of quality and reliability.

· Constantly ask yourself.

How can you provide what your customers want, better than anyone else?

Low-cost marketing strategies

Marketing via email:

Today’s software makes it possible to easily create and send electronic newsletters, include contact details and logos at the end of every email message, and automate communication so that it can be sent out will you’re away. I some cases you can also integrate your email software with other business data, allowing you to keep customer information in one place and monitor your contact with customers.

Marketing via the web:

When approached correctly, the Internet can boost your ability to deliver products or services and market yourself to a larger audience. It is a cost-effective means of building your brand and generating new business.

Become an expert:

Share your ideas and understanding of your business and offer advice that positions you as an expert in the field. Read widely. Raise your profile by giving comment to the media, conducting presentations and actively joining professional associations.

Network:

People like to do business with those who they know and trust, and networking allows to you build relationships.

Use your customers as your salespeople:

The only thing customers will remember is how you helped them. Don’t just sell them a product, solve their problems.

Ask your customers for referrals:

If they’re happy with your service, they won’t mind recommending you to someone else. Give leads in return, and make sure they are reliable.

Look after your resources:

Maintain good relationships with your own suppliers, friends and associates. They’ll be willing to share advice and spread good word-of-mouth.

Manage your information:

Compile and maintain a database of likely customers and media contacts and use it to manage your relationships. Constantly update the lists and use them to keep track of who you communicate with, and how often.

Direct mail:

Send a personalized letter and company brochure / profile to keep in touch with existing customers or to target prospective ones. Always address it to an individual and include a feedback mechanism, such as a special discount. Follow it up with a phone call.

Form alliances:

Link up with another business that has a similar customer base, so that you can cross-sell your products and services. For example, if you own a hobbies and crafts shop, join forces with a local artist and run workshops together.

Cross-sell to existing customers:

Get to know your customers and their business, and identify other areas where you could be of service. Make yourself indispensable.

Create a good impression:

The key to successful marketing is not how good you are but how you are perceived. Listen, instead of talking, and ask instead of assuming.

Get listed:

Be listed in as many directories as possible – free or paid for, printed or electronic.

Guerrilla marketing:

Focus on activities that deliver the most visibility for the least money. Understand what you’re going to get out of a marketing activity before you spend your money.

Donate your services to charity fundraisers:

This is a great place for you to give back to your community and receive recognition at the same time.

Don’t stop!

Set yourself marketing goals for the next six months, choose tactics to achieve them, and then go for it. Base your goals on the SMART principle: Specific, Measurable, Achievable, Realistic, and Time.

For marketing tips and advice, visit the Microsoft SmallBusiness Centre at www.microsoft.com/smallbusiness/issues/marketing/hub/mspx.


FOLLOW THE 80/20 RULE

Originally devised by a 19th –century Italian economist, this rule states that 80% of possible business activities tend to come from only 20% of the effort put into it. Additionally, the cost of acquiring new customers is around eight to ten times more than the cost of keeping an existing one. So if you can define your “critical few” customers and target your marketing directly to their needs, you’ll get far more “bang” for your marketing buck.

5 E ASY STEPS TO CREATE A MARKETING PLAN

Position your product:

Is it the right product or service for your market? Does your customer think it’s a good deal? How readily can your target customers find this product or service?

Brainstorm:

Who are you selling to and what do they need? What distinguishes your product or service from the competition? Which marketing tactics will make your products noticeable?

Listen to customers:

What influences their purchasing decisions? Based on these, what are your strengths, weaknesses, business opportunities and threats?

Draft the plan:

Summarise your market position and goals, define what you want to achieve by when, list target markets and strategies, allocate expenses and resources, identify which marketing channels you will use to attract customers and formulate competitive strategies.

Track results:

Create benchmarks to measure whether your marketing efforts are paying off. Review your plan each year.

BEHIND THE SMOKE AND MIRRORS OF A WEBSITE

Think you need a website? Treat it like a stogie and you’re bound to be disappointed. Think of it more as a Havana……….

Old age and new technology are not supposed to make happy bedfellows. But in the case of Wesley’s Tobacconists they cosily pair up into a marriage of old-fashioned customer service via a new-generation medium.

At the age of 63, Colin Wesley launched a website for his family tobacconist chain for quite the wrong reasons, business-wise. Contrary to everyone else who hoped to ride the crest of the dot.com wave at the time, he was not concerned about making money from his website in the short term. “We wanted to find a way of inexpensively keeping in touch with our customers, timeously communicating to them about new developments and special offers, and offering them an efficient mail order service, “says Colin.

As his company had grown and acquired more franchise operations and developed a wholesale arm, Colin felt he was losing touch with his customers and not able to share his passion for, and information on, pipes and cigars with them.

The fact that Wesley’s had started a Cigar Club in conjunction with Business Day at the height of public fascination with cigars and their associated lifestyle, provided him with a good base from which to launch a website. “We had an existing mail order client base for customers who were not close to our city outlets, a club member base and good old bricks and mortar outlets through which to gain access to more aficionados.

“This, coupled with legislation in the mid-1990s prohibiting tobacco companies or retail tobacconist oulets from advertising in any form whatsoever, made us believe that an electronic presence was a good move, possibly even essential to our continued success.”

“In a sense, circumstances forced us into an electronic presence. We knew South Africa was not yet ready for it, but we had to seize the gap by being the first tobacconist to have a web presence.”

WWW = work, work, work

The decision was easy; the implementation a little more challenging.

Firstly, it took a number of years to sort out the intricate details required for a purchase site, gain access to a safe shopping portal and provide the minutest detail of every item in the 1 200-plus inventory.

Secondly, it proved prohibitive to hire outside experise to manage the website. Fortunately, the “can-do” approach of his wife Gillian, and her computer-erudite sister Dee, who was disillusioned with the teaching profession, led to the decision to manage it themselves. (This initiative spawned another small business, Deezine: dee.k@mweb.co.za).

“We do everything: from coming up with the ideas for the content, writing the articles and taking the photographs, to taking control of the inventory, and uploading everything onto the website. If we had to employ outside people to do all this, it would have cost a fortune, “says Gillian, who is the prime driver behind the website.

Despite the promise of technology’s ability, a website is hard work and requires constant attention. With an overseas trip looming, the couple have to ensure sufficient content and special offers to keep the website updated in their three-week absence. And the constant need for new ideas, or innovative approaches to special offers is particularly challenging.

Some of the most successful retail websites are those that have bricks and mortar outlets to support the Internet business, and Wesley’s experienced this first-hand. “Many customers go into an outlet because of something they saw on the website. And often they will be enticed to buy something else because the shop’s interesting alternatives distract them from their original goal. “ Thus the two forms of retail complement one another.

“One thin is certain: you are not assured of making money out of your website in the short term, “says Colin. “We use the site as an educational medium for pipe and cigar lovers as well as a communication tool with our customers. By carefully structuring our special offers and seasonal content, we use the website to ‘pull’ customers into the franchise outlets. Basically, the website is just another shop for us. (“One with low rent, high costs and little income at present, “quips Gillian).

Wesley’s runs a parallel purchase site, which is managed by MWEB Busines’s shopping portal, SafeShop. “When we started we had to weigh every single item for listing and postage. We totally underestimated the work required, “admits Colin”.

“What we had hoped for when we started out was that we could apply modern technology to a traditional retail set-up and communicate more effectively with our customers. In that goal we have succeeded. As a purchase site it is not yet a financial success but we know that it will be in time – just like opening a shop in a new shopping mall. And we won’t stop trying to constantly improve the website”.

Now put that in your pipe and smoke it!


THREE KEY WORDS FOR A SUCCESSFUL WEBSITE

A website will work for your business only if you are:

· Disciplined enough to ensure your information is frequently updated, inventory control is meticulously managed and information or special offers appear on the same day each week.

· Concerned enough about your customers’ needs to find out what they want.

· Committed to invest a vast amount of time in promptly responding to email requests for information

And a website will work for you if it:

Does not confuse – people don’t like to puzzle over how to do things. Your website must be simple, obvious and easy to use.
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