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As the old adage goes “failing to plan is planning to fail” – 

Winston Churchill 

 

With tougher economic �mes ahead for South Africa, smaller 

businesses that do not prepare a financial plan are se�ng 

themselves up for failure. Businesses need to financially 

forecast future commercial results and cash flows to 

determine  how  best  to navigate  economic uncertain�es and               
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s�ll achieve growth and long term objec�ves.  This is good business prac�ce, despite the economic 

environment. 

What is the purpose of having a financial plan in demanding !mes? 

Ordinarily a financial plan converts a business (strategic) plan into rands.  Financial plans can also be called 

budgets or forecasts and typically covers 3 years projec�ons. A financial plan acts as your road map. You 

are flying in the dark financially if you don't have a budget for all income, expenses and cash flows. 

A financial plan helps you maintain the direc�on of the business and is not cast in stone; it needs to be 

flexible and should be updated frequently. It is not necessary to write a business plan to compile a financial 

plan as your accountant can interpret your strategic business vision or business survival objec�ves when 

he or she prepares your financial plan. 
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There are several purposes a financial plan is 

essen�al for: 
 

• To strategize for economic uncertain�es 

and an�cipate problems ahead with 

improved clarity and focus 

• To determine projected cash flow 

outcomes based on those strategies 

• Greater confidence in decision making 

• To plan business growth objec�ves (during 

both economic uncertain�es and business 

confidence periods) 

• To appease bankers with current financial 

overdra> and loan facility reviews 

• To raise financing 

• It is a guide to running and financially 

managing your business effec�vely 

• Increase staff mo�va�on now that you 

know where you are headed 
 

What does a financial plan project? 

Structured planning can make all the difference to 

your business in an economic downturn as it will 

enable you to concentrate resources on 

maintaining or even improving profits, enhancing 

cash flow, reducing costs and increasing return on 

investment.  The bare minimum of a financial plan 

needs to include projected revenue income, cost 

of sales, overheads and cash flow projec�ons. 
   

Revenues – projected sales or revenue 

forecasts are typically based on a 

combina�on of your sales history and how 

effec�ve you expect your future efforts 

are, based on a well thought out marke�ng 

plan. 

Cost of Sales – projected COS or variable 

costs includes industries that sell services 

and those that sell products or a 

combina�on of both and the forecasts are 

typically based on your gross margin 

history, direct salaries and industry norm. 

Overheads – projected fixed costs are 

based on your history, vision for growth or 

sustainability in bad �mes. Don’t forget to 

factor in your overheads paid annually or 

bi-annually.   

 

 

 

 

This is perhaps the one area that smaller 

businesses fall short, and surprisingly, it is not 

because their costs are high, but because their 

costs are too low in cri�cal areas!  Factor in 

income tax liabili�es monthly to accurately 

determine cash flow projec�ons. 

Cash flow projec!ons - your financial plan 

projects your future income, expenses and profit 

on a month-by-month basis, but cash flow 

projec�ons account for cash ouElows that are not 

regarded as overheads or cost of sales (expenses) 

and therefore do not affect the net profit,  such as 

debt and loan repayments, VAT payments and 

future capital equipment replacements and new 

acquisi�ons.  Cash flow projec�ons measure the 

�ming of cash inflows from customer receipts 

against the �ming of cash ouElows to creditors, 

salaries and overheads and can alert you well in 

advance to a month or months that may require 

addi�onal funding or changes that must be 

ac�oned beforehand to achieve a posi�ve cash 

flow impact. 

 

Financial plans can also include other useful 

projec�ons: 

Balance sheet projec!ons – think of projected 

balance sheets as your business dashboard 

providing a projected snapshot of your business’s 

overall health at the end of each specific month.   

Business ra!o’s – evaluates the performance of 

your business and iden�fies poten�al problems, 

such as the business’s ability to meet financial 

obliga�ons.  Important ra�os, percentages and 

values to analyse are: 
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• Breakeven turnover 

• Liquidity ra�o and acid test 

• Cash flow cycle days 

• Gross margins 

• Net income return 

• Gearing ra�o 

• Return on investment 
 

Business ra�os are more useful when analysing 

historical performance recorded in your 

management accounts than they are for 

projected performance in a financial plan.   

 

Techniques of a Financial Plan 

Budgets should be taken more seriously than 

wri�ng them on the back of a cigareJe box or 

restaurant servieJe.  

To op�mise the effec�veness when preparing a 

financial plan, the budgets should set out the 

annual projec�ons on a month-to-month basis 

star�ng from the first month of the business’s 

financial year to the last month of the financial 

year including a year-to-date projec�on column 

in the income statement.   

Importantly, layout of the budgets as well as the 

account descrip�ons for income, expenses and 

balance sheet accounts should be exactly the 

same as the presenta�on of the business’s 

annual financial statements.  

Internal accoun�ng clerks or bookkeepers are not 

in a knowledgeable posi�on to supply this 

informa�on, so it is important to engage an 

experienced accountant to assist you with 

budge�ng and who can also add value by 

providing advice. 

 

 Key Performance Indicators in Financial 

Plans and Subsequent Measurement 

You need to understand and monitor the key 

“drivers” of your business when preparing a 

financial plan – a driver is something that has 

a major impact on your business.  There are 

many factors affec�ng every business’s 

performance, so it is vital to focus on a 

handful of these and monitor them carefully. 
 

The four key drivers for smaller businesses 

are: 

• Sales 

• Gross profits and gross margins 

• Overheads 

• Working capital 
 

Any trends towards cash flow problems or 

falling profitability will show up in the figures 

in your management accounts when 

measured against your budgets and forecasts.  

They can help you and your accountant spot 

problems early on if they are reviewed 

regularly. 
 

Projec!ng Income 

Although income projec�ons can be based on 

historical sales achieved, in tough �mes you 

might lose some of your customers or clients 

so sales or marke�ng planning is crucial to 

your financial plan.  It enables you to set out 

your revenue projec�ons for the months 

ahead.  Therefore, sales revenues should 

reflect marke�ng strategy plans and costs. 

Compare your selling prices to compe�tors 

providing similar quality and services as you 

do. Never try and compete on price alone.  
 

Projec!ng Overheads 

One problem is that smaller businesses o>en 

don’t factor in a market related salary for the 

owner and annual costs such as annual 

financial statements, tax returns, workmen’s 

compensa�on, staff bonuses and income tax, 

to name a few, in their selling price.  

Do a sensibility check. Avoid lis�ng grand 

marke�ng promo�ons and adver�sing and 

then provide a marke�ng budget at a frac�on 

of the cost.   
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Think about capacity the business has to handle 

projected customers or clients.   

Are there enough tables in a restaurant to service 

projected number of meals?  Can enough sales calls be 

made to get to the sales forecast?  Will cash flow 

projec�ons support marke�ng needed? The marke�ng 

budget should be reasonable and relate to new revenue 

growth.     

 

Projec!ng Capital Replacements 

Capital equipment replacements such as computers and 

machinery are an essen�al component of business 

opera�ons and maintaining quality.  Do a capital 

equipment check to establish what equipment will need 

replacing within 3 years, and by when. 

If your financial plan builds in growth strategies, it is 

likely that the business will also need to spend on capital 

acquisi�ons.  For example, employing an addi�onal 

person will require an addi�onal computer, desk, chair 

and so>ware licencing. 

 

Cu7ng Costs Without Compromising Quality or 

Damaging the Business 

For smaller businesses, panic sets in when sales begin to 

slump or when payments from customers are slow 

during bad �mes.  The natural tendency is to look for any 

and all places to cut expenses. But cu�ng the wrong 

expenses can not only cost you a lot more money in the 

long term, but can be detrimental to the survival of your 

business.  In fact, smaller businesses run their opera�ons 

to the bone, o>en to their own detriment, as they are 

swayed to think only cost without much thought to 

quality or investment. 

Costs can be reduced in the least expected places and in 

our September 2016 BAN Bulle!n, we will be looking at 

reducing waste versus financially driven cost-cu�ng 

controls to survive these trying economic �mes. 
 

Factor in Some Slack (Con!ngencies) 

Remember that although you may es�mate that the 

business will generate a certain rate of revenue growth 

going forward or that certain expenses will be fixed or 

can be controlled, these are es�mates and not set in 

stone. Because of this, it's wise to factor in some slack 

and make sure that you have more than enough money 

stashed away to cover con�ngencies. 
 

 

 

 

 

Review Credit Terms with Customers and 

Clients 

If yours is not a cash business, the cost of 

credit for smaller businesses is not only high, 

but can significantly jeopardize the cash flow 

and sustainability of the business. 

Most small businesses close their doors, not 

because they are insolvent, but because they 

have a nega�ve liquidity ra�o, in other 

words, the business is not able to meet its 

financial obliga�ons. Cash is king, par�cularly 

in tough �mes. 

Review your credit terms with customers and 

clients and ensure that they know what 

those terms are, and make sure they s�ck to 

them.   Credit terms should only be offered 

to those customers or clients based on the 

trust that you have in them paying …. on 

�me!  

Consider changing your payment terms by 

requiring a deposit upfront and payment in 

full before delivery or charge a monthly 

retainer.  Smaller businesses do not have the 

resources that bigger business does and, just 

as banks don’t provide your products or 

services, you shouldn’t be providing bank 

services to your customers or clients. 
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Use your Financial Plan to Measure Actual 

Performance Monthly 

There is no point in preparing a financial plan if 

you don’t measure it to actual trading 

performance.   

Management accounts record the trading 

performance of the business and should be 

prepared monthly by your accountant and 

compared to that month’s budget and the year-

to-date budget.  

Without receiving or reviewing management 

accounts monthly can be likened to driving in 

London to find Tiffany’s without a road map or 

GPS.   

Having your accountant prepare accurate 

management accounts is essen�al for business 

endurance, irrespec�ve of whether in tough or 

good �mes. 
 

Review your financial plan periodically 

If your budget is going to work for you, plan on 

reviewing it on a monthly basis with your 

accountant and update it based on your 

management account results for the prior 

month. Take a look at your sales forecast – 

how’s your forecast looking? Are there any 

indicators that you need to make changes to 

your budget to cover addi�onal marke�ng, 

inventory or staffing needs? Look at your 

expenses – are they as projected?  Do you need 

to cut back in certain areas to ensure you stay 

on track? 
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Bottom line 

The goal of a financial plan is to make sure that 

enough money is available to keep the 

business up and running, establish whether it 

has enough money to fund operations, to 

compete, to grow the business, to ensure a 

solid emergency fund and generate income for 

the business owner.  

Without a budget or a plan, a business runs the 

risk of spending more money than it is taking in 

or, conversely, not spending enough money to 

grow the business and revenues or to compete 

to survive this tough economic period. 
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Monique is a professional accountant, 

SME business tax law expert  

and franchising specialist 

 

DISCLAIMER: This publica�on is provided by BAN Business Accoun�ng Network cc for informa�on only, and does not cons�tute the provision of professional 

advice of any kind.  The informa�on provided herein should not be used as a subs�tute for consulta�on with professional advisers.  Before making any 

decision or taking any ac�on, you should consult a professional advisor who has been provided with the per�nent facts relevant to your par�cular situa�on.  

No responsibility for loss occasioned to any person ac�ng or refraining from ac�on as a result of any material in this publica�on can be accepted by the 

author, copyright owner or publisher. 
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