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‘We are doing our
best’ You have got
to succeed in doing
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Winston Churchill
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Cash to grow

We are seeing signs of business starting to pick
up. We are all ready for it to happen. For many
business owners cash reserves have been used up
to survive the recent years of trading - money is
tight. As business picks up, cash is needed to buy
product and employ extra staff to cope with the
increasedworkload. Traditionally some businesses
who have survived an economic downturn fail
as they enter a growth phase through lack of
working capital to run their operations. These
times require good planning (both financial and
business planning) and excellent communication
with your bank and your suppliers as you re-enter
the growth phase.

Solvency - what's it al

One of the key tests of business viability is solvency.
There are two arms to the solvency test:

- Can you meet your debts as they fall due?
- Are your assets greater than your liabilities?

If both these tests can be met then your business is
said to be solvent. Should you not be able to meet
these criteria then as a business owner you should be
seeking advice regarding your next steps in relation
to your business. Even if you have a limited liability
company you may still be risking your personal
assets if you continue to trade while your company
is insolvent.

There are two key tests which are a good basis for you
to monitor the financial viability of your business.
They are good indicators that you are trading well or
alternately heading for insolvency.

The first test is your working capital ratio. This is the
current assets divided by your current liabilities.

Current assets are cash, bank accounts, inventory
and money owed to the business by your customers
(these assets are either cash or able to be turned
into cash relatively quickly).

Current liabilities are your bank overdraft, money
owed to your suppliers, money owed to IRD and
principal owed to lenders which must be repaid
within 12 months (these liabilities need to be paid
relatively soon and at the latest within the next 12
months).

The generally accepted working capital ratio is 2.
Thatmeanscurrentassetsaretwice currentliabilities.

If your working capital ratio is 2 or more usually
you'll be able to meet your debts as
they fall due. If it falls
below this

Financial forecasts which highlight
the working capital requirements
are important to helping you plan,

achieve finance and sleep at night. L

If you are entering a growth phase, talk
to your accountant about how to fund
this growth. You may need to look
at alternative working capital
funding in conjunction with
traditional bank finance to
ensure you thrive through
your next growth phase.

Source : Sudburys
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level you are likely to experience greater difficulty in
meeting your debts as they fall due.

The second test is the equity ratio. Equity is the
amount of the assets in your business which are
funded by you rather than being funded by your
suppliers, IRD and outside lenders such as hire
purchase companies and banks.

Let's take the example of a car. The car is your asset,
the hire purchase is your liability and the asset (the
car) less the liability (the amount owed to the hire
purchase company) is your equity.

The equity ratio is calculated as equity divided by
total assets. The benchmark for this ratio is 40%
for most businesses, however those which have
varying workloads and high risk (such as builders
and contractors) may need an equity ratio as high as
60% to be able to endure times of lower workloads
or poor trading.

The benchmark for both these ratios varies from
business to business so talk to your accountant
about what your benchmark should be and how
you can work to improve these key performance
indicators.

Source : Sudburys

60 day limit for tax pooling
being extended

Clients who are unable to pay their tax can buy
it from a tax pooling company. This opportunity
is available for up to 60 days after the due date
for payment of the tax. There is a Bill before
Parliament. This time limit is to be extended to
75 days. Thus a taxpayer with a 31 March balance
date will have until about 21 June to pay the tax
due on 7 April and still be able to avoid
penalties.




Limiting trustee
liability through the
use of a corporate
trustee

A common response to the issue of trustee liability
is for a person to act as the director of a trustee
company, rather than as a trustee in a personal
capacity. The trustee company in question will likely
have no assets of its own to settle any claim against
the trustee.

However, it is important to appreciate that a director,
regardless of whether a company is a trustee
company, must:

= Act in the best interests of the company;
- Exercise any power for a proper purpose;

- Not act, or agree to the company acting, in
contravention of the Companies Act or the
constitution;

- Not trade recklessly such that there is substantial
risk to the company's creditors;

- Not incur an obligation unless the director believes
on reasonable grounds at the time that the
company will be able to perform the obligation
when required;

- Exercise the care, diligence, and skill that a
reasonable director would exercise in the same
circumstances taking into account the nature of
the company.

The extent of such duties on a director means that
the careless use of a trustee company can leave the
director of the trustee company liable to action for
failure to act in accordance with the Companies Act.

When a corporate trustee is appointed, while the
company acts as a trustee and as such has all the
powers and discretions of a natural person trustee,
the director of the corporate trustee is responsible
to the company, not the trust, when it comes to
matters such as reckless trading and failure to act in
the company’s best interests.

If you have any concerns about acting as a director
of a trustee company you should seek legal advice.

Source : Ayres Legal

Business interruption
insurance

The Christchurch earthquakes have been a wake-up
call to all business owners to ensure they have some
form of business interruption insurance. Whilst
many of us viewed this as something of a ‘grudge
purchase’, recent events have shown that one can
never be too prepared.

Talk to your broker or insurance company to
ensure your business is covered in the event of a
catastrophe.

Source : NZ Law




“Without
prejudice’ -
what does it
mean?

The Court of Appeal has stated that the use
of ‘without prejudice’ in communications
is intended to encourage and facilitate
negotiation and settlement of disputes.
Its use can enable parties to make
concessions and/or admissions to try to
reach a settlement in the knowledge that,
if the dispute cannot be settled, then those
concessions/admissions will not be brought
up in Court and used against the parties.

But this does not mean that any
communication that is said to be ‘without
prejudice’ will be privileged. Statements that
have no bearing on settlement negotiations
will not be protected. In order to obtain
privilege/protection against later disclosure
in Court the use of ‘without prejudice’
in communications must be as part of a
genuine attempt to try to settle a dispute.

Source : Arron Heath

Where |
are your
business
cards?

Many people leave their
business cards in the

office drawer. It's the least
productive place for them.
Have them with you wherever
you go. If you wear a jacket,
you probably have a small pocket
located just over your heart. This
pocket was, I assume, created specially
for business cards! Make sure it is always
well stocked. Oh , and what about the
person you meet who doesn't have a card
to give you? Keep some blanks in your
pocket so you can get them to write down
their contact details for you.

Distribute your business cards liberally.
Don't overlook the potential to get
customers through your suppliers. | have
even seen a business card included with
a Christmas card. It's debatable whether
this is a good idea because it might mix
the messages you want people to receive.

Joe Gerard, an
American, is reputed to
be the best car salesman in the
world. When he goes to a football match
and gets excited he flings a fistful of his
business cards in the air. You can be sure
it pays him to do this.

Get your business documentation right from the start

Whether your business is new or existing,
every business needs good foundation
documents.

Shareholder Agreements

Shareholder agreements are particularly
important to record arrangements between
shareholders on matters such as :

- Scope of business. It is important that all
shareholders have a clear understanding
between them of the focus of the business
and future plans;

- Thelevel of agreement betweenshareholders
and directors required for decision making.
Agreement on the types of resolutions
required (e.g. majority or special majority)
for the different types of decisions;

-Entry and exit arrangements for
shareholders. These are important areas
that need to be understood, particularly
where it is proposed a new shareholder be
introduced or if a shareholder wishes to
exit the business. Arrangements need to
be discussed concerning issues such as
whether there is any obligation to buy an
exiting shareholder's interest or whether an
exiting shareholder has the right to require
others to buy their shareholding;

- The minimum period for which a shareholder
must commit to the company;

- The arrangements for the contribution of
funds and how are the loans to be repaid;

- A dispute resolution procedure. If the
shareholders disagree it is best to have an
agreed dispute procedure recorded in the
shareholders’ agreement.

Shareholder Incapacity or Death

If possible, shareholders should agree on
how long the company should continue to
fund sick shareholders and the arrangements
concerning shareholders who become
incapacitated or die. Insurance arrangements
will also need to be considered for incapacity
and death.

Shareholder Security for Loans to
the Business

Where shareholders are providing loans to the
company or other financial accommodation in
the form of guarantees for bank security or
premises, shareholders should take security
over the company.

Intellectual Property and Terms of Trade/
Supply

Intellectual property needs to be protected.
This may involve a patent application, trade
marks and registered designs. These need
to be addressed and registered as soon as
possible.

Trading Terms

These are crucial for any business, whether
they be terms of trade, terms of supply or
licence agreements relating to the use
or operation by third parties of company
intellectual property. Website terms of
trade must be up to date.

These are only a brief summary of some
key documents every business should
consider.

Source : Greg Woodd (Simpson Western)

ACC offers a
discount

ACC will be giving small businesses
with a blameless track record a 10%
discount starting from the year
ending 31 March 2012. It says 93% of
all small businesses are expected to
qualify. Bigger businesses are being
offered a 35% discount for good
performance. We ask, does this amount
to discrimination?




IRD mileage
rates

Starting from the 2011 tax year, IRD
mileage rates are 74c per km. The
rate applies to all petrol and diesel
fuelled vehicles regardless of their
cc capacity. This does not include
motor cycles.

Rebates will be
delayed

IRD will not release refunds
of childcare, donations etc
rebates until they have clients’
IR 3 tax returns to check there
is sufficient income to cover the
rebates. Best thing to do is to
file the IR526 and the IR 3 at the
same time.

Can you rely on your
management reporting

Businesses now commonly use
financial software to produce
regular reports as the basis for
measuring profitability throughout
the financial year. No longer is an
annual set of financial statements
prepared by your accountant
sufficient to run your business.

Business administrators spend
considerable time entering data
into  this financial software.
However the information being
produced is frequently inaccurate
due to poor set up of the software
and inadequate training. We
regularly encounter:

- Administrators  process the
information but do not provide
any reports to the owners.

- Initial set up is inadequate
resulting in incorrect GST
payments and profit reporting.

- Administrators are not trained

to check the information before
producing the reports.

- Inadequate liaison  with  the
company’'s external accountant
to ensure that costs such as loan
interest and depreciation are
accounted for each month.

- Business owners receiving little or
no coaching on what the reports are
telling them about their business.

- Administrators do not check the
invoices processed to the suppliers
statement therefore overpaying
suppliers and incorrectly reporting
the business profit.

Accountants spend up to 7 years
training to prepare an accurate set of
financial statements. The information
you use to monitor your business
is vital. Talk to your accountant
about what your reports mean, what
information you should be looking at
and whether the information you are
producing can be relied upon.

Source: Sudburys

“Even when opportunity knocks,
a man still has to get up off his seat

and open the door.”
Anonymous
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Changes in Particulars

Please remember to let us know of any changes in:

* Physical address * E-mail address * Phone and/or fax numbers *
Shareholdings * Directorships * Trustees

Or anything else that may be relevant.

Disclaimer

All the information published in Trial Balance is true and accurate to
the best of the author's knowledge and should not be a substitute
for professional advice. No liability is assumed by the authors or
publisher for any losses suffered by any person relying directly or
indirectly on this newsletter. Views expressed are the author's own.
Articles appearing in Trial Balance may not be reproduced without
prior approval from the editor and credit being given to the source.



