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INTRODUCTION

Welcome again to In Touch, our client and contacts newsletter. The end of the financial year is upon us and there are many
things to be attended to. Some of those are the normal end of year tasks; stocktaking, reviewing of debtors and ensuring records

are in place for the annual financial statements.

This newsletter covers many of those aspects, but also looks at important IT issues such as system security. We also introduce more
members of our team, this time the business services managers who work closely with the partners in assisting clients and who often

have a close hands-on relationship with yourself or your staff.

We also believe this time of year is vital for businesses large and small. The greatest number have a March balance date and that
makes the next two to three months critical in reviewing past performance and setting in place the goals and aspirations for the
coming year and beyond. It is important to have a current, on-going business plan, and a detailed budget forecast for the next
financial year. Martin Jarvie PKF works with clients to construct the necessary plans and budgets as well as reviewing past performance.

It is critical that budgets are not put in place just for bank funding applications, and should never be ‘put in the bottom draw’.
They should provide management and owners with the information to monitor on-going performance, and ensure success.

The preparation of year-end financials and tax details should not be the driver in the relationship between the
business owner and their advisor. The year-end accounts are the end product but more important is the implementation
of management processes that ensure on-going financial monitoring in the pursuit of defined longer term goals.

We hope the newsletter is useful and stimulates discussion and more importantly action. As always your
contact partner is available to discuss any of the articles or the issues they discuss, and we look forward

to a successful 2003.

BUSINESS IT SOLUTIONS

Graham Langridge Business IT Solutions - BITS for short is a relatively new initiative for Martin Jarvie
PKF. Whilst the firm has assisted clients in the past with their business IT needs,
Pl g we are now well placed to assist you with your IT needs with the appointment,
In this issue P y Y PP
a few months ago, of Daniel Feutz as Manager of BITS.
Introduction Daniel comes to us with a wide range of IT experience gained both in New
Zealand and overseas. He has the problem solving skills required to administer
Business IT Solutions the firm’s internal network as well as being able to assist clients with technical
issues. Having been involved in a number of commercial entities he has the
Monitoring Financial Performance . . .
ability to assess your IT system, recommend the appropriate course of action

Casnlis NG and implement that solution for you to ensure it meets your needs.

Whatever your needs, BITS can assist you with:
IT House Keeping IT Review and Analysis Systems Planning

Software supply and implementation IT Risk Management Planning

Profile — Business Service Managers

Training and Support

Taxing Times If you have any IT needs which you would like to discuss, please contact either
Daniel on his DDI 496 9064, or email daniel.feutz@mjpkf.co.nz, or Robert Eims,
Partner responsible for BITS, email robert.elms@mjpkf.co.nz.
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MONITORING FINANCIAL PERFORMANCE

Monitoring of financial performance is an important part of any business whether large or small, family owned and

operated or with external investors. Monitoring can take many forms, with the most important function being that

management and owners review performance and put in place goals for the future.

The review process should entail much more than simply financial
results, but also a review of previous profit performance, a
statement of Key Performance Indicators (KPI's) and other aspects,
such as budget comparisons and management disciplines.

It should conclude with a statement of actions required and
assign responsibilities and timeframes. A subsequent action plan
should be achievable and realistic - or nothing will change.

Most commonly a ‘budget’ is then compiled, consisting of Forecasts
of Financial Performance, Cash flow, and lastly and often overlooked
a Financial Position (Balance Sheet). Often this is done at the behest
of a bank or financier, or is due to an impending finance request.
Whilst this may be the trigger, the opportunity should not be lost
of the benefits it may bring in the ordinary course of business.

For a budget and plan to be effective, actual results need

to be monitored against the budget as often as possible,
ideally monthly. This comparison shows how the business
] is performing, highlighting issues, concerns and also
U successes. It may reflect future cash needs, allowing
proactive contact with the bank before crisis strikes, or
allow owner distributions to be planned knowing that
funds are available and the business will not suffer:
The key to measuring actual performance
against budgets is to be informed about current

Owen Gibson

“CASH IS KING . . .”

One of the most common downfalls in businesses is a cash shortfall,
caused not just by higher costs, or lower revenues but the timing
of cash flows. Many business have in fact “grown broke” where
a healthy business succeeds in attracting customers and clients,
but simply runs out of cash for normal trading activities.

In order to stay in business, it’s important to have the fundamentals
right. Managing the cash flow of your business is a critical
fundamental. Cash is literally the lifeblood of the business. If a
business doesn’t have adequate access to cash, it won't survive.

There are many business owners who do not prepare, let alone
understand, a cash flow statement. A dangerous position

considering that all businesses essentially run on cash. A healthy
cash flow is the most important part of your business strategy.

performance of the business and to make decisions that allow you
to adjust performance in order to attain the business goals.

In addition to the simply numbers, key drivers such as debtor

days (collection efficiency), inventory days (stock turn), return
on assets, and importantly the return on investment should be
considered where appropriate. These are the sort of indicators
banks and external advisors use to measure the performance of
your business. They also provide useful ongoing benchmarks

for management and owners. The active use and monitoring of

carefully selected KPIs is an essential management discipline.

Your bank or finance company may request to see your business
plans and budgets, often due to finance requests. Although that
places extra pressure on the accuracy of the budget, remember a
budget is only a best estimate at the point in time that it is prepared.
The key is to be realistic and list key drivers and assumptions.

The key message is “What you can measure, you can manage”.

Martin Jarvie PKF prepare and review budgets, forecasts and
plans with clients, giving our financial assessment and also an
objective view of wider business issues. Contact Owen Gibson
(owen.gibson@mjpkf.co.nz) or your Martin Jarvie PKF contact
partner to discuss your requirements.

Most businesses experience periods of poor cash flow, but
without cash flow management and planning a good business
may either miss opportunities, or may not still be in business
when the good times arrive.

The first step towards taking control of and properly managing
your company’s cash flow is to prepare a cash flow forecast for
the ensuing 12 months, ideally completed early in the new
financial year. This involves identifying all the sources of cash
inflow (funds) for the business and to then track exactly where
and when the cash goes on a monthly basis. Critical in this
process is recognition of the likely timing of the receipts and
payments through the year, on a monthly basis.

After completion of the forecast, the next step is to revisit the
components that affect the timing of your cash inflows and
outflows and look for improvements.
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Accounts receivable
The longer it takes for your customers to pay you, the worse for
your cash flow.

Credit terms

Credit terms affect the timing of your cash inflows. One of the
simplest ways to improve cash flow is to get customers to pay
their bills more quickly.

Credit policy

Good correct credit policy (Who you grant credit to) is necessary
to ensure that your cash flow doesn’t fall victim to a credit policy
that is too strict, missing sales opportunities, or to one that is
too generous resulting in bad debts.

Inventory

An excessive amount of inventory hurts your cash flow by using
up money that could be used for other cash outflows. Too many
business owners buy inventory based on hopes and dreams
instead of what they can realistically sell. Keep your inventory
as low as possible.

Some cash flow gaps are intentional. A business will sometimes
purposefully spend more cash to achieve some other financial
results. For example, a business may purchase extra inventory
to take advantage of quantity discounts or spend extra cash to
expand its line of business. But cash flow management and
planning is critical.

For other businesses cash flow gaps are unavoidable. A company
may experience seasonal fluctuations and may normally have cash
flow gaps during its slow season and then later fill the gaps with
cash surpluses from the peak part of its season. Cash flow gaps are
often filled by external financing such as overdrafts and bank loans.

Business owners should develop their own strategies to manage
cash flow. They should include such things as:

A 12 month cash flow forecast

Accurate financial records.

An accurate cashbook reconciled with the bank statement
A monthly statement showing actual financial performance
and working capital (liquidity) position

Debtor controls and creditor payment controls in the hands
of a responsible manager or employee working in the business
Regular reforecasting of upcoming cash requirements

Monthly ageing of debtors/creditors with comparisons to
previous months

Close monitoring of slow moving stock and monitoring
minimum stock levels
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It is worthwhile obtaining professional assistance to establish the

process. The initial investment is repaid quickly Gus Gaskin

and the costs of running it are relatively
low if the system is established
properly in the first place. Apart
from giving a business the best
chance of survival, this approach
will give confidence to financiers and
will certainly enhance the information
required for negotiating funding.

To discuss any aspect
contact your Martin Jarvie
PKF partner.

Robert Elms

IT HOUSEKEEPING

Dreary as it may seem, ‘back ups’ of your systems is of prime
importance to your business. The number of times you hear of
systems crashing and no backups being available, or of viruses
causing problems is staggering. The reliance on IT systems in
any business these days is such that the cost, both in dollar terms
and frustration with these sorts of problems, is immense.

A few simple precautions are all that is necessary to ensure that
these costs and frustrations are minimised.
Ensure that your system, particularly the data files, are backed
up on a regular basis.
Label your backups clearly. Finding the correct backup when
it is needed can be time consuming and frustrating if it is not
labelled clearly and correctly.
Store your backups in a secure and safe environment. Don’t
leave them lying around where the disks or tapes can be
affected by dust, heat etc.
Regularly store a backup away from the office. Its then
available in the case of your office being destroyed.
Regularly test that your back ups are in fact working. Many
is the time people have gone to restore a file from a backup
only to find that the backup did not work properly and the
file you need is not available.
Ensure that your system is adequately protected from viruses.
Ensure that you have the latest antivirus software loaded.
Regularly scan your system for viruses.

Obviously there are many other issues in terms of security of
your IT systems which we will comment on in coming issues of

In Touch.

If you require assistance, Martin Jarvie PKF can help in establishing
appropriate levels of back ups and virus protection. Contact
Robert ElIms or Daniel Feutz, Manager of BITS on 496 9064 or
daniel.feutz@mijpkf.co.nz



BUSINESS SERVICES
MANAGER PROFILES:

David has been with the firm

since 1993, having joined the firm

after two years working in London

in a variety of commercial roles

and initial chartered accounting

experience in Dunedin. He

completed his qualifications with

Martin Jarvie PKF and has

worked his way through the firm

to manager, assisting on a wide range of business clients
in the areas of tax, compliance and management processes

and reporting.

Avril commenced with Martin

Jarvie PKF in February 2000,

coming from a commercial

background. Avril had previously

trained in chartered accountancy

in a medium sized Auckland

practice and worked for a time as

a financial controller of an offshore

legal firm. She works with a variety

of the firm’s commercial clients overseeing their compliance
with added involvement in monthly management functions,

accounting systems, and financial forecasting.

Lyn has joined Martin Jarvie PKF

recently from one of the Big Four

accountancy firms and was

previously with a mid tier firm in

Blenheim. Lyn has wide-ranging

experience in chartered

accountancy, and was also

previously financial controller of

a South Island winery. She brings

further knowledge and experience to the firm in the compliance
and management accounting areas and value-added services
including management reporting and systems.

Contact Details

Partners:

Graham Langridge
Gus Gaskin
Robert Elms
Owen Gibson

graham.langridge@mijpkf.co.nz
gus.gaskin@mijpkf.co.nz
robert.elms@mjpkf.co.nz
owen.gibson@mjpkf.co.nz

Level 3, 85 The Terrace, PO Box 1208, Wellington
Phone: 04 472 7919 Fax: 04 473 4720

Email: info@mjpkf.co.nz
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TAXING TIMES

The Government has announced changes to the way ACC levies
will be collected. As from 1 April 2002, ACClevies previously collected
by Inland Revenue are to be collected by ACC. This means that :

employers will not need to file a Residual claims levy statement
(IR 68A), instead, Inland Revenue will provide ACC with

information from employers’ PAYE monthly schedules. ACC will
bill employers for both this levy and cover levy from July 2002

private domestic workers will be billed in the same way as
employers

self-employed people will not have to calculate ACC levies
in the IR 3 tax return. Instead, Inland Revenue will provide
ACC with relevant earnings data from returns, which will
allow ACC to calculate liable earnings. ACC will bill self-
employed people for all ACC levies from November 2002.

close companies (paying shareholder-employee remuneration
not subject to PAYE) will not be required to calculate ACC
premiums and levies in the IR 4 company tax returns. Instead,
Inland Revenue will provide ACC with details of shareholder-
employee remuneration not subject to PAYE. ACC will bill
close companies for all levies and premiums from July 2002.

The Injury Prevention, Rehabilitation, and Compensation Act
2001 (effective from 1 April 2002) provides for the information
supply from Inland Revenue to ACC.

From the 2002/03 income year, taxpayers are no longer required
to apply to the Commissioner for permission to write-off assets
that are no longer used but have not been disposed of.

A taxpayer may deduct the remaining adjusted tax value of
depreciable property if:
The asset is no longer used by the taxpayer in business or
to produce taxable income; and

Neither the taxpayer nor an associated person intends to
use the asset in a business or in the future to derive gross
income; and

The cost of disposing of the asset would be more than any
proceeds from disposing of the asset; and

The asset is neither a building nor an asset being depreciated
using the pooling method.

Disclaimer

Note:

This newsletter is for general information only and is not to be
taken as a substitute for specific advice. We accept no responsibility
to any person who acts on the information presented without
consulting us.

©2003 Martin Jarvie PKF - All rights reserved. No part of this
newsletter may be quoted or copied without prior permission.



