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Has Your Business had a Check-up Lately?

In recent months we have all been bombarded by the media about the uncertain economic times
ahead. Predictions of the impact of the current global financial crisis are confusing. Some experts
are predicting an economic doom and gloom the likes of which history has yet to see; whilst some
experts have a more upbeat prediction that the downturn will be just another blimp in the radar
with the economy making a quick recovery.

Whether you believe all the experts or not the reality is the impact of the global financial crisis is
already being felt in our economy through the credit crunch, reduced consumer spending and
cashflow squeeze. It is fair to say local businesses are facing their most difficult times in 10 years.

With this in mind, now is an opportune time for businesses to review their financial well-being.
Robust financial management and regular monitoring of financial performance will be critical for
many businesses in surviving the uncertain times ahead.

One of the critical success factors for all businesses in surviving these times is day-to-day
management of working capital. This involves ensuring there are sufficient cash resources to
maintain operations.

Many businesses may still be experiencing positive cashflow, however this may not continue. The
impact on major customers and clients may hit sooner, rather than later, with the flow-on hitting
businesses rapidly. Therefore, it's critical for businesses to keep communication lines open with
their customers and clients in order to properly manage financial performance going forward.

If your business is already feeling the impact or you want to be in the best
position to combat any future implications, we can assist by performing a
business health-check diagnosis together with scenario planning on how key
decisions will impact your business. Please contact us if you are interested in
arranging a consultation.
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Super Funds Coming Unstuck with Loans to Members

The Tax Office has reported that when it comes to the investment restrictions that apply to
SMSFs, the most common contravention continues to be loans of funds to members and their
relatives of funds.

In addition, many SMSF trustees are claiming their loan arrangements are arm’s length loans to
non-related parties. However, the ATO has found that, in over 20% of its audit cases, the loan
arrangements had not been conducted at arm’s length.

Case Study—accessing funds to prop up a business

The following example provided by the ATO highlights an instance on non-compliance and what
they did about it.

The approved auditor of a fund reported a contravention because the fund had made a loan to a
related party for the year ended 30 June 2005.

The related party was a company of which the trustees of the fund were also the directors. The
company had run into liquidity problems so the trustee lent the money to the trading company.
The loan was for $126,000, which equated to 99% of the fund’s total assets.

Attempts were made throughout the case to get the trustees to rectify the contravention and,
earlier this year, the trustees proposed an enforceable undertaking to rectify by June 2010.
However, this was not accepted by the ATO as the time frame was unreasonable, and they
proceeded to make the fund non-complying.
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Top 10 Tips: Positive Action = Positive Results

As detailed in our article on page 1, there is no doubt that our
economy is in decline and with this in mind we set out below
our top 10 tips to assist SME business place themselves in
the best position to survive the current economic downturn.

Tip 1 - Do not deny it is a possibility
The typical management path to failure is:

= Crisis denial - warning signs are overlooked and
management is complacent.
= Hidden crisis - a crisis is acknowledged but explained

away.

= Disintegration begins - some action is taken, but it is
not enough.

= Collapse - cash runs out and there is an inability to
take action.

Tip 2 - Regular monitoring of financial performance is critical

It is imperative that management has access to timely,
accurate and meaningful financial information. Without it,
management lacks a fundamental tool to recognise
deterioration in performance and implement corrective
change.

Tip 3 - Increase cash from normal trading

Aim to reduce the working capital cycle by reducing debtors,
inventory and work in progress. Average trade payment terms
across all industries have increased significantly in recent
times placing further stress on business. Regularly review the
debtors’ ledger, target overdue debts and implement
procedures to ensure timely recovery. Reduce stock re-order
levels and return slow or surplus stock holdings to the
supplier.

Tip 4 - Control and reduce discretionary expenditure

Reduce the number of parties who have the authority to incur
credit and/or reduce their purchasing authority. Review each
material line of company overhead to look for savings.

Eliminate discretionary expenditure, but do not stop spending

on items that are essential to the long term health of the
company including training, insurance and critical capital
expenditure.

Tip 5 - Prioritise to Survive

Now may not be the time to invest in the big project, but rather
focus on the basics including business profitability and
unlocking cash through more effective cash management.

Tip 6 - Make what sells

Assess stock lines and delete low
margin or low turnover items.

Tip 7 - Reduce Debt

Use surplus cash to repay interest

bearing debt. We have found a common fatal mistake is the
use of personal credit cards by directors to finance company
debt. Not only are credit cards expensive, this financing
strategy eliminates one of the key benefits of operating through
a corporate structure, being the protection of personal assets.

Tip 8 - Be cautious, but keep marketing

Do not assume that your business will be the next to fail. Do
not stop spending on training or marketing, but be more
watchful where those dollars are spent.

Tip 9 - Communicate with stakeholders

In the event that financial conditions become tight be the first
to initiate communication with the Bank and other key
stakeholders such as suppliers. A planned approach to these
critical stakeholders is far better than a reactive response.

Tip 10 - Take advice

There is one thing to seek advice but it is important to
implement it. We believe that a pro-active approach to running
your business ie. working “on” the business as opposed to
working “in” it, will provide you the greatest opportunity of
running a successful business.

First Home Saver Accounts (FHSAs)

Legislation to implement First Home Saver Accounts was recently passed by Parliament and has become law. Account
providers can offer the accounts from 1 October 2008 to assist Australians to save deposits for their first home.

'i l”t For the first $5,000 that the account holder contributes into the account each financial year, the

withdrawals will be tax-free.

government will generally contribute 17% of that amount. There will be an account balance cap of
$75,000 for the 2008-09 financial year, which will be indexed over the life of the account.

Earnings on First Home Saver Accounts will be taxed at 15%, payable by the account provider.
Account holders must make contributions of at least $1,000 over four separate financial years
before they can withdraw the money from the account to purchase or build their first home. The

To be entitled to have a First Home Saver Account you must be at least 18 years of age and under 65 and have never
owned a dwelling in Australia or Norfolk Island that was your main residence.

New Year Quote

Be always at war with your vices, at peace with your neighbours, and let each new year

find you a better person - Benjamin Franklin
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Education Tax Offset Now Available

The Treasurer has advised parents to ‘keep their
receipts’ for education expenses in light of the
commencement of the Education Tax Offset from

. Education software;
. Trade tools for use at school;

1 July 2008. = School text books; and

= Stationery. A
How much can be claimed? };

Who is eligible?
Eligible families will be able to claim a 50% tax offset oiselig b © . . = T —
every year for key education expenses up to: Parents entitled to Family Tax Benefit

(FTB) Part A for children in primary or
$75O for each child Undertaking primary studies (le Seoondary school for the relevant fi-
maximum refund of $375 per child, per year); and nancial year are eligible for the tax
$4,500 for each child undertaking secondary studies offset.
(i.e. maximum refund of $750 per child, per year). In addition parents may be eligible if they are not entitled to
What items are covered? FTB Part A, but would be if not for the fact that the relevant

child received certain payments or allowances (such as Youth

Eligible expenses for the "Education Tax Refund’ (as Allowance, Disability Support Pension, or ABSTUDY Living
called by the treasurer) include:

Allowance).
* Laptops; The Tax offset is normally claimed through the tax return at
= Home computers and associated costs; the end of the financial year.
. Home internet connections;
. Printers;

Obligations of Company Directors - Part 10
What if your company can’t pay its debts?

You must ensure that your company is able to pay all of its debts as and when they become due for payment. A company
is ‘insolvent’ if it cannot pay all of its debts as they become due and payable.

By law, you must prevent your company from incurring a debt when it is insolvent or about to become so. This means
you must consider whether you have reasonable grounds to believe that the company will be able to pay a new debt
when it becomes due, as well as pay all the other debts.

You may expose yourself to criminal prosecution, substantial fines or to action by a liquidator, creditors of the company
or ASIC to recover amounts lost by creditors due to your actions. Your personal assets - not just your company’s - may be
at risk.

Common signs of financial trouble are:

] low operating profits or cash flow from the main business
- problems paying trade suppliers and other creditors on time
. trade suppliers refusing to extend further credit to the company
. problems with meeting loan repayments on time or difficulty in keeping
within overdraft limits
. legal action taken, or threatened, by trade suppliers or other creditors over money owed to them

If your company is in financial difficulty or in danger of being insolvent, seek immediate advice from an insolvency
professional. They will be able to explain your options to you. Your options may include re-structuring your company’s
affairs, changing your company’s activities or appointing a voluntary administrator or liquidator to the company.

Do not assume that you will be able to trade out of the problem. Delay could be damaging to the company and to you
personally, and may reduce the options available.

Client News

Opening of Whyalla Foodland: Our clients, Andrew & Judith Mack, together with their business partner Nick Redding,
have recently acquired and renovated the Whyalla Foodland Supermarket located at 82 Essington Lewis Avenue,
Whyalla.

Andrew and Nick acquired the business in November 2007 and have worked since then to renovate and upgrade the
supermarket to provide a fresh new Supermarket for the Whyalla area.

The Supermarket’s doors opened on 25th August 2008 with an official opening day on 12th November 2008. The day
included face painting, balloons and lolly bags for the kids and a sausage sizzle and cappuccino machine for the adults.
Local radio station ‘Magic FM’ also broadcast live from outside the store for the afternoon.

We wish Andrew, Judith and Nick all the very best in their new business venture.

Western Sleep Centre Opens : Congratulations to Dr Michael Chia on the opening of Western Sleep Centre at
Western Hospital.

This new clinic is well located to provide sleep apnea and associated services to residents in the western suburbs and
joins his successful centre at Memorial Hospital established 3 years ago.
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