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ECONOMIC QUTLOOK

The year ahead for
SMALL BUSINESS

The experts weigh in on what small business owners can expect in 2012. ..

"The shon-term global economic outlook 1s negative, Things are
zomg o become darker before they become lighter" While these
words from Amenican cconomist Mouriel Roubing are nol ones

wie'd hope o start 2002 off on. they are well backed by evidence
of insufficient recovery from the last recession, growing debt and

worldwide comhdence crises,

And as a glohal plaver. South Africa, and indeed local SMEx,
cannot expect W avold the effects of ths world condition, "While
the last recession allected South Afncan small businesses far less
severely than it did their global counterparts. many ventures were
forced to ¢lose down or move to survival mode,” says Gerrie van
Biljon, Executive Director for Business Investments at Business
Partmers. He goes on to say that todid’s economy is so mtegrated
that no industry 15 sate, although certin sectors will feel the brunt
more than others, "Businesses oflermg prodducts and services

in the category of discretionary spend will always be more
vilmerable, as comsumers are forced o cut their level of luxury
spend. Tourtsm s an example of such an mdustry.”

L positive note anre the comments from Cees Bruggemans,
Chiel Econonust ot FNB, in hght o the 15 November release ol
the FNB/BER consumer confidenee index for the fourth guarner
of 200 1. who savs that consumers are somewhat less exuberant
than a vear ago, but sull show gh levels of confidence. " Ths
latest survey sugpests that for some consumers., perhiaps learing
the worst around mid-2001, the worst did not in fact happen,
restoring some strength to the positive convietions still driving
consumer spending onward.”

Factors affecting SMEs

Purely economic factors. aside. Dr Mike Herrington, Director of
the UCT Centre for Innovation and Entreprencurship at the UCT
Giraduate School of Business points 1o some overarching factors
that he believes will affect Somh African emtreprencurs in 2002,
The first s political mstabiliey, "Strikes and alk of nationalisation
are just fwo areas that are creating a lot of uncertainty amongst
overseas investors,” savs Herrington. "don't thank there 15 gomg
ter b o bt of capatal coming i and businesses are not re-investing
im the way that they would normally invest.”

A second area for concemn that he sees are the oncrous labour
laws. "There is a direct correlation between the level of
entreprencunial activity in a country and the labour law practices
lhe statistics show that if"it's easicr to hire and fire people, it's
easier to start businesses.” Herrmgton acknow ledees that these
laws have been brought imto effect to protect emplovees” rights
and as such there 15 no current selution: but it 15 something o
bear in mind,

The third factor that eéntreprencurs need o ke o consideration
is the lack of avarlability of finance. "Let me quantify that,

there is a ot of funding that 1s supposed w be available from
govermment,” savs Herrmmgton: "But if vou speak to people who

have actually had any goy, the Bgeres are mfimmnesimal.”

, With the right frame of mind,
| a positive attitude and an eye for business,
K there are gaps to be spotted.
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Look for something that has not been done.
Because if you start another

me-too business,
you won't succeed.

Finding finance

And it doesn't look fike 2002 will ring in any changes on the
funding landscape gither, "Unless organisations like the Mational
Youth Development Agency stop allocating 45% of their budget
on salaries, entreprencurs cant look 1o government for help,”
says Herrington. And the banks? "The banks are trying. but
they're restricted. And they do assei-based lending so are never
the best option for start-ups.”

Herrington says that business owners will more than likely look
to private organisations that support entreprencurs in all arcas
of their start-up, including finance. "Or microfinanciers, though
they are not cheap. Or angel investors, though they expect good
returmns oo and are few and far between.”

Agmnst this somewhat gloomy backdrop, Van Biljon is confident
that business opportunities still abound. "With the right frame of
mind, a positive attitude and an eyve for business, there are gaps
Loy be spotted.”

Herrington still sees tourism as a major opportumty, "And
anything 1o do with sustainability. We know that we need 1o
build a lot of houses, and these houses need 1o use less clectnicity
and reflect green principles; so there is a lot of money to be made
by people supplying good, solid materials (or this industry.” He
recalls a recent comment made by a visiting British businessman;
"There are amazing opportunities in South Africa — from agro-
processing o hydroponics to I'T: there are just so many gaps.”

And of course, Africa represents great prospects too. Maria
Ramos. Group CEO of Absa Group Lid, shared her view at the

2001 Discovery Invest Leadership Summit that Alrica (together
with Asia) has the potential 1o become the epicentre of the global
economy. "The challenges now fced by developed economies also
present a unique opportunity to close the gap between them and
developing economies,” she said.

Quoting Harvard economist Dam Rodrik. she said that rapid growth
in the developing world is the only thing that could propel the world
cconomy forward and generate increasing demand for rich-country
goods and services: W0s the only silver lining in an otherwise

dreary future. "The questions we must now ask ourselves are

the following: What are the drivers of unprecedented growth

in Adrica and Asia? And perhaps, more importantly, what must
Adrica and Asia do, immediately. to capitalise on this historic
opportunity o converge on developed economies?”

These are gquestions that South African business owners need o
be asking too, bearing in mind the advanage of proximity 1o the
rest of the continent that they have plaving in their favour.

Hermngton's advice for entreprencurs looking to star up in 2012
is therefore to look for these huge opportunities and to go after
them. "But look for something that has not been done, and that
is different o what has been done. Because i vou starl another
me-loo business, you won't succeed.”

[T the advice of the experts is anything to go by, 2012 won't be
casy. But being a business owner is never about having it easy,
anmd perhaps it is in difficult circumstances that entreprencurs
thrive most. We wish you all the best for a challenging,
flourishing year ahead., ¥B
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Gareth Cotten

FINANCES

Put your limited
capital to best use

In the final instalment of this series,
we're going o look at the big "C" of
husiness — capital. First off, we'll be
dealing with the practice of allocating n
effectively for big expenditures - known
as capital budgeting — and we'll follow
that with an overview of its day-to-day
flow — which is working capital, and the
management thereof,

Capital budgeting

Muost business owners have to make a
variety of decisions when they come

o a fork in the road. These could be
operational: deciding which model of
machine o replace the current one with,
for example, or which new product 1o
start manufacturing oul of an assorment
ol aptions. Or they could be more
strategic; such as picking between huge
marketing campaigns, or deciding where
o open the next branch, Whatever the
decision, there will be a number of routes
that could be followed. But they all have
one thing in common: they cost money.

Faced with having to put your limited
capital o best use, it helps to have a set
of tools 1o identify and evaluate potential
investments, and this is where capital
budgeting comes in,

A few fundamental principles should

be applied. Firstly, capital budgeting
focuses on cash flows from investments,
and not necessarily on profit or loss,
Reduced to its most basic level, ifa
project 150t generating (or saving) cash,
then it's not worth looking at, The second
principle 15 that projects should only be
considered if they're going to add value
to vour firm. To add value, a project

must generate a returm higher than vour
required rate of return (also referred to as
the cost of capital). 1Fthe project doesn't
generate a refurn of at least the minimum
required, then the scarce capital could

bz put to better use elsewhere, and the
project should be discarded.

In realistic erms, there are two
approaches when making capital
budgeting decisions. The first is an
accept-reject approach, where a project
or investment has o meet specific
minimum requirements o even be
considered. The second 15 a ranking
approach, where projects are ranked
according o their projected returns, with
those with the highest potential first in
line to have capital allocated 1o them

In practice. a combination of the two
approaches is vsually used; the former
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WHATS A DECENT RATE OF RETURN?

This depends on a number of factors,
and will differ from business to
business. It basically boils down to
what percentage you want to make on
your money — versus what you could
be earning if vou put it elsewhere.

One factor to take into account would
be prevailing interest rates. If interest
rates are high, your money could cam
a solid retorn sitting in a nisk-free
savings or money markel account
Another factor would be the riskiness
of the venture. If a business or project
is deemed high risk (say. a start-up, or
maving into an untested marketplace)
then mvestors and shareholders would
want to be compensated for that extra
risk, and would want a good margin
over and above what they could eam
free.

With prime currently sitting in the
high single digits, it's safe to say that
most would want a percentage return
in at least the teens. A broad rule of
thumb is that you shouldn't go into a

small by unless you're looking
at a return of 20% a year. Venture
capitalists would generally want an
even higher return than that — again, it
all boils down to the people involved,
their options, their alternatives, and
their risk appetite.
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15 used as an imnal sereening tool,
with the latter then used 1o make final
spending decisions.

Whale a detanled discussion of the
actual tools used m capital budgeting
15 beyvond the scope of this article, a
broad-brush sweep over them would
lowok ik this:

* Payback period. This method looks
at the number of vears worth of cash
fow it would take w recover the mitial
ot by,

« Net present value, Using the time
value of money, (uture cash flows are
discounted woa present value (Loday),
o allow for comparison o the initial
outlay,

= Profitability index. Using the time
valug of money agam, this method
measures the present value retum of
cach rand invesied.

# Internal rate of return. The mos
complex of the methods, this calculates
the exact returm that an investment
would entail, 1o cover the cost ol the
initial expenditore w the rand.

Managing working capital
Even il much of what has been said
above doesn't apply 1o your business
- if for instance. you run a service
business without huge fixed assets
or capital mvestment - vou're almost
certainly going o have to face up 1o
what follows. ..

The working capital of a business refers
to the difference between its current
assets and ns current liabalities, The
former would generally be a mix of
cash. debtors (accounts receivable

what you're owed by your customers)
and invemory, The latter would be
things hke shor-term debt (an overdraft
for most businesses) and creditors
{accounts pavable — what you owe yvour
suppliers),

You ultimately want 1o have positive
working capital: this implies that you

have enough shon-lerm assels o cover
vour short-term liabilities. This all ties
i with the liguidiny of vour business

~ the more liguid a business, the easier
it is to pay vour bills when they fall
due, the casier it is 1o 1ake advantage of
market opporunitics, and the less stress
wvom have toendure. .,

Managing working capital can be
braken up into three main areas:
MARZING Nveniory, managing
accounts receivable and payvable,
and managing cash itself,

L ALanaging inventory

The reason it's so important 1o manage
inventory (or stock, as it's also
commonly known) is that it can use up
vour cash resources. Inventory sitting
in vour oflice or warchouse represents
cash that's tied up and can't be used
somewhere else W cam a retum,

Add it alse costs money 1o keep it
there, Whether it's paying for storage,
insurance or salaries - the costs atached
to keeping mventory on hand are real,

S0, 0% the answer 1o keep hittle or no
inventory? Unfortunately it's not quite
that simple, You have 1o Keep stock on
hand to fulfil orders as they come in. IF
vou can’t fulfil, you'll lose customers.
It becomes a juggeling act: keep enough
stock around to fullil workflow and
orders. but not too much, or you're
wasting money and tving up valuable
casl,

2 A Lanaging accounts receivable
and accounts payable

You want 1o hold onto vour cash for as
long as you can, This may mean that
vou stash it in an account to earn a few
bob in interest, or at the very least, pay
less on your overdraft every month. The
idea then is 1o collect on any money
owed 1o you as quickly as possible, and
take as long as possible (o pay it oul -
without damaging yvour reputation or
relationship with vour suppliers.

Continued on page 62k
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our office or warehouse

represents cash that's tied up and can't be

used somewhere else to earn a return.

B Combmued From page 0

The process of managing vour accounts
receivable stants before yvou even make

a sale, By applving solid credit selection
pringiples, vou can proactively weed out
those customers who are likely to give you
trouble when it comes time o pay up. Run
credit checks, ask for references, ook al
their financials — these are just a few of the
ways o weigh up il von should grant credit
to o potential client,

Onee vou've decided 1o grant credit, you

can ¢ither be proactive — send oul invoices

carly and often, offer early pavment
discounts — or reactive - charge interest on
overdue accounts, withhold stock, threaten
legal action. As any seasoned business
owner will tell vou, it's more often than not
a combination of the two,

Managing accounts payable boils down

toy hustling for extended payment terms
fromm your suppliers. Once you've built up
some Torm of track record or history with
them, ask if they'd be prepared to extend
you terms, I you've been a good customer

How to buy assets for your business

1o them, and there are other potential
suppliers out there, theyre not likely o
refuse vou, Onee vou've got terms, though,
don't abuse them. Make use of the extra
period of tme yvou can hold onto vour cash
for, by all means, but treat your supplhiers
with the same respect that you would
expect from vour own custoners.

IManavinge cash

As much as cash is the holy grail of the
business world (cash is king. after all), it's
also the area of vour business that 15 most
susceptible to fraud and theft. There are a
number of good reasons for holding cash in
vour business (paving wages, for example,
or negotiating for cash discounts with
suppliers), but this needs o be countered
with a solid svstem of checks and controls,

Centralise the recerving and disbursement
of cash as much as possible, but try 1o
separate handling cash from beokkeeping

Are you looking to replace an outdated asset, introduce new technology or expand your operations?

Before making the purchase decision,
consider carefully the impact on your
business s include: fixed assets

such as buildings and land, productive
assets such as plant and machinery and
operational assets such as vehicles, office
furniture, computers and machinery. Before
acquiring an asset, consider the following:
lutely ne rv to acquire it
immediately?

+ Can the current asset still be used?

* |5 finance available to pay for the
acquisition?

* What impact will the new asset have

on the company? (cash flow, staff training.
production, extra sales, more inventory

[ |

* [sita

When making this decision:

= Take the affordability of the asset into

consideration.

* Conduct a needs analysi

* ldentify how productive and profitable
the asset will be, taking into account its
impact on the entire business.

A new asset on your balance sheet will

raise your borrowing percentage or gearing.,
and could negatively impact vour ability

to borrow for working capital. [t also has

a non cash Aow impact on profits through
depreciation. These factors could affect
your decision. ..

Your funding options include:

* Dwn cash resources.

+ Bank funding { hire purchase, morgages.
leases, bank loans and overdrafts),

* Vendor finance (where the seller of the
asset is prepared (o accept payment over a

period of time),

« Specialist nsk finance company Business
Panners (specifically for the acqui

small industrial space), and

* Industrial Development Corporation (for
larger indusirial and manufacturing plants).

The department of trade and

industry provides financial support lo
qualifying companies in various sectors
of the economy. Financial support

is offered for economic activiti

including manufacturing, busi
competitiveness, export development and
market access, as well as foreign direct
investment. Other development agencies
such as the Umsobomvu Youth Fund,
Mational Empowerment Fund, National
Youth Development Agency (NYDA) and
CIDA Empowerment Fund ("CEF"), also
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15 like ensuring cash
i wrillen reguisitions

or ships being signed before cash is handed out, will go

a lomg way to keeping yvour cash under control.

So, whether vou're trving 1o decide where to allocate
capital for big expenditures, or simply trying o manage
it in its cash flow Form, using and applving the tools
mentioned here 15 a solid step towards making your

business as effective and efficient as possible. YB

Cape Town Start cieed Manciee o Swll Brisiness cours
starting Februs 3, 2012, and the part-time U

of Cape Town Ba Financial Management course,
starting February 10, 2012, Both courses are presented
online throughout South Africa in conjunction with
online education company Getsmaner, Visit:

wiww el SmErter.eo.za.

assist in making capital available 1o selected constituencies.

When considering acquiring assets for your business,
approach your accountant, banker or other trusted source 1o
help you make an informed decision regarding issues such as
finance and the impact on the business. A spur-of-the-moment
decision could negatively impact the business,

Also consider vour reasons for acquisition carefully and
whether the item is a nice-to-have or a must have, Will it
improve productivity, will it improve processes and outputs?
Will this purchase have a positive impact on the long-term
wellbeing of your business?

Frik Vermaak 15 the founder and CEQ of V7 Group, a
consultancy to small and medium business, and presenter of
workshops to entrepreneurs styled: Corporate Governance,
Compliance & the New Companies Act for Entrepreneurs.
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