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I could never understand why people got
worked up and overstressed during year
end or month end reporting. The basis
for my confusion was that if you were
doing the basics right during year end or
month end, wrapping it up during a
reporting process should be a simple and
uncomplicated process. Without proper
planning, you can find yourself in
pressure scenarios that could easily have
been avoided. There is however a better
way of doing things. With proper
planning, you can roll over into a new
reporting period and, as an added
benefit, have information continually
available to make better-informed
business decisions.
 

The age-old saying rings true:
Failing to plan is planning to fail.
We have compiled this short, easy
to use guide with suggestions to
better manage your business all-
year-round and beat the end of
reporting period stress. The
importance of accurate and timeous
information from your reporting
cannot be overemphasised! It is a
critical route map for making sound
decisions in your business.
If you would like more information
about the book, please do not
hesitate to contact us. We want to
discuss how we can assist your
business.

D O I N G  T H E  R I G H T  T H I N G S  R I G H T .
[ F U L L  S T O P ]

Simple steps to achieve better business performance

Long term planning. 
 
Successful businesses are participants in an endurance race, not a sprint. To perform well in an
endurance race requires a proper training programme and preparation. In business, this is done via
the implementation of an appropriate and well thought-out business plan. This will clarify goals and
objectives and provide overarching guidance in times of uncertainty. In simple terms, a business plan
should function as a road map to get you to a predetermined destination. The route might change as
certain bridges disappear, or new ones emerge, but the goal remains the same. The endurance
approach eliminates the breathy panic of the sprint and replaces this with focus and adherence to a
proper strategy. A well-thought-out business plan means you will measure against goals you set
earlier and have a clear understanding of your progress against these. 
 
This can be accomplished in 3 easy steps:
 
Measure - Assess the Status Quo Set your goals to achieve (the KPIs for your business).
Manage - The robust plan you need to reach your goals (budget and cash flow).
Improve - Identify variances and opportunities and grow.
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Assess the Status Quo.
Before starting a new project, you should always assess the status quo first.
With your financial results for the past year in hand, ask yourself:

Do your year-to-date results match your budget?
If not, where were targets missed and why?
How does your business compare to industry benchmarks?
What can you learn from achievers in your industry?

When conducting your assessment, you should measure any changes in your results by percentage
as well as Rand. It’s easier to compare results to previous years and other benchmarks when looking
at percentages rather than raw numbers. Once you have an assessment of your overall business
fitness, you can begin to fine-tune the various drivers within your business.

Business drivers.
When all revenue and costs are mixed in the same account, it’s very difficult to determine where
profits and losses originate from.
 
To make this analysis easier, ensure your accounting system breaks your business components into:

Revenue.
By dividing up your revenue streams and costs in a logical and relevant way, you will find
anomalies and opportunities for improvement much easier. Comparing your results for Revenue,
COGS and Gross Profit by percentages will enable you to see if you have improved in real terms.
This could inform decisions on what services or products to expand or discontinue or which areas
to expand or withdraw from.
 
Cost of Goods Sold (COGS)
Cost of Goods Sold is what it costs you to offer your goods or services for sale including transport
costs, materials, labour and direct costs. Are your COGS growing in line with your Revenue or
exceeding it? If so, COGS will erode your Gross Profit and eventually bottom line.
 
To manage COGS that are increasing and eroding your profits, ask yourself:
 

Product category
Service category
Division
Branch/Location
Customer
Salesperson

A U R O  R E P O R T S

Can I seek better prices from my suppliers or those I’ve dealt with in the past? 
If you’ve been a good customer, it’s likely they’ll want to keep you.
Are there alternative, cheaper methods or suppliers I can use?



Gross Profit
Gross profit is the difference between Revenue and COGS.
Gross profit margins are used to evaluate business and product performance. 
 
You can calculate your gross profit margin as follows:
 
 
 
 
 
It is extremely important for business owners to understand the difference between gross profit margin
and mark-up.
 
Gross profit margin is as defined above. It expresses your margin as a percentage of Revenue.
Mark-up is the percentage added to the cost of an item to obtain the sales price (or Revenue).
 
Look at the following example:
 
Sale price is R115.
Cost price is R100.
Gross profit is R15.
Gross profit margin is 13.04% (15/115 X 100)
 
Mark-up is 15% (15/100 X 100)
 
Overheads
Reducing overhead costs will improve the profitability (bottom line) of your business because these are
your fixed costs. Overhead costs are incurred whether you have sales or not.
 
To manage and improve your Overheads, ask yourself:
 
·       Does this Overhead contribute to the results of the business?
·       Can I do this more efficiently?
·       Can I do this more cost effectively?
 
For example, you may be able to outsource certain processes on an as-needed basis rather than employ
directly. Or you may be able to find better lease terms elsewhere.
Scrutinise your overheads individually, you may not always like what you find, however every Rand
saved on Overheads improves your profitability.
 
Net profit
Every business needs to be profitable, therefore you need to know how much profit you are making.
Sales and profit are two entirely different things. Some businesses have had huge sales numbers but
went bankrupt due to incorrect margin and profit decisions.

Sales – COGS            X              100             =                 Gross Profit % (GP%)
 
 
       Sales
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Ask yourself:
 
·       Am I happy with the profit result?
·       How does it compare to others in my industry?
·       Am I happy with the return, considering the effort the team (that includes you) put in?
 
If you’re not realising the profits you’d hoped for, one of the ways to fix this is with a budget. Your
budget is imperative to the success of your business as it provides all necessary targets including
revenue, costs and overheads. All of these add up to profit. It places interim markers along the way and
these need to be monitored in order to ensure you still reach the desired destination and make the
required adjustments timeously.
 
When preparing your budget, we advise you seek the help of a professional.
An excellent metric is to measure net profit as a percentage of sales. This percentage can be quite
volatile depending on the performance of your business, but it provides a very clear picture of how
much of your sales filters through to your bottom line.
 
Cash flow
Cash is critical to any business and needs to be carefully and proactively managed.
Without adequate cash-flow, you can’t pay your suppliers, staff, overheads or debts. Insufficient cash-
flow is the death-knell for many small businesses.
 
To manage your cash-flow and ensure you have enough, ask yourself:
 
·       Do I need to do a cash-flow forecast to properly plan for my future business operations?
·       Will I have enough cash to meet business needs and obligations?
·       Do I need to consider sources of funding for the near/long term future?
·       How much cash do I need to expand and grow?
 
We strongly recommend preparing a cash-flow forecast because it is a metaphorical cash-roadmap for
your business. It shows you how much you need now and into the future, so you’re better prepared
along the way.
 
Finance and borrowings
Cash is critical to a business, but sometimes bridging finance is required to cover certain shortfalls.
Borrowing finance comes at a cost and its own unique set of risks, which you need to take note of and
manage! To manage and improve your borrowings, ask yourself:
 
·       How are the borrowings affecting my business?
·       Are they going up or down?
·       Do I have the best type of borrowings and does it really suit my needs?
·       Am I paying too much interest?
·       Should I investigate other types of borrowings or deals from other lenders?
·       Do I need to increase or decrease borrowings based on future plans?
·       What information will potential lenders require, and how quickly can I provide it?
·       What does my business need to look like for lenders to approve additional finance?
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Working capital
Working capital refers to your Accounts Receivable, Inventory and Accounts Payable. 
It is calculated as follows:
 
Working capital = Accounts Receivable + Inventory – Accounts Payable
 
Each of these elements need to be managed in order to ensure you don’t have an overinflated
investment in working capital, as this can tie up a significant portion of your cash reserves.
 
To manage Accounts Receivable, ask yourself:
·       Does my account package give good information on which accounts are in arrears?
·       Do we follow up with arrears accounts regularly and receive feedback from customers?
·       Do we regularly send out statements to customers?
 
For Inventory, ask yourself:
·       Can I identify slow-moving stock and take appropriate actions to convert these into cash 
        (and therefore sales)?
·       Do I have sufficient visibility into my stock levels and the quantum thereof?
·       Do we have the right inventory taking future sales into account?
 
For Accounts Payable, ask yourself:
·       Do we have processes to ensure we pay our suppliers on time and the correct amount?
·       Are our terms with suppliers adequate given our dealings with them?
 
Working capital needs to be kept at optimal levels, this requires focus on all three components thereof.
 
Management information
Decisions need to be made timeously based on solid information.
Delays in the availability of information, leads to delays in taking decisions and taking corrective
actions as soon as possible.
 
Management information should enable business owners and managers to make the right decisions at
the right time. The right accounting or enterprise resource package should provide the right
information, just remember that systems follow the age old mantra: Garbage in, garbage out. You
therefore need to have the right checks and balances in place to ensure the integrity of your
information.
 
Ask yourself:
·       Can I see the profitability of my business at the push of a button?
·       Can I identify arrears accounts at the push of a button?
·       Do I know what the margins on specific products are?
·       How long after period end is my financial and business information available for analysis?
 
Agreeing time lines with your personnel and accountants on processing periods, will ensure you
know what the availability and integrity of your information is. These are not procedures that are
hard to implement but are crucial in order to ensure informed decision making.
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Summary
Successful businesses don’t just happen, there are people behind them who put in the hard yards,
stayed the course and ensured that the desired destination was reached.
 
At Auro, we believe that doing the simple things right, leads to the right things happening, over and
over again.
 
You need to have a handle on what is going on in your business, this is done by the following:
 
Manage, Measure, Improve
 
It is a constant process and once one cycle is completed, you start again, taking the learnings of the
previous cycle and building it into the next.
 
No external party can manage your business on your behalf, you need to be on top of what is going
on. This requires constantly up to date information and processes that are implemented and efficiently
monitored to ensure the integrity of your information used to manage your business and steer the
business accordingly.
 
An endurance race requires constant assessment and improvement to your strategy, you need a similar
approach to managing your business.
 
If you would like us to assist you in improving your processes and business practices, please contact us
at info@auroprofessional.com or 021 863 0077 or 076 881 0441.
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We look forward to helping you do the right things
right.
 
Niel Du Plessis.

http://auroprofessional.com/

