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SOME PEOPLE ARE BORN TO START THEIR
own businesses, while others have start-ups
thrust upon them. Whatever your motivation
– to build an empire, or put food on the table

– it is a giant step from the tame world of a reliable
salary and a company pension fund to
the dangerous double act of managing
the finances of a business alongside
your own.

Small business is a “high-risk/high-
return” scenario, Richard Sparg, a char-
tered accountant and financial planner
at Netto Invest in Cape Town, says. This
makes it the way to go, undoubtedly, if
you visualise a lifestyle of writing your
own pay cheques, being your own boss,
retiring at a time of your choosing and
building a legacy. 

But you are up against the stark real-
ity that five out of seven businesses go under in their
first year, according to 2013 figures from the
Department of Trade and Industry (DTI). And the fig-
ures are dire elsewhere in the world, too – according
to the December 2013 issue of Forbes magazine,
80 percent of small businesses in the United States do
not last longer than 18 months.

Obviously, the causes of failure are many and
varied and often have to do with the wrong business
model, lack of marketing, poor customer relations,
and so on. However, you might do everything right in

terms of shaping your business, but if your financial
management is chaotic, it may all be to no avail.

The DTI cites cash-flow problems as the most
common reason for business failure in South Africa,
but that masks a multitude of sins. Even before you

bump up against crises not of your own
making, such as payment defaulters or
the banks’ collective reluctance to
finance growth in your business, you
have to consider your personal attitude
to money and your spending patterns.

If you are a big spender who is impa-
tient for those high returns, you might
like to think again about your fitness to
be self-employed. Sparg cites the so-
called “1 000-day rule”, which has
become part of small business lore since
it was coined by a US-based self-
employment blog called Tropical MBA

(tropicalmba.com). It states that it takes 1 000 days
(or just under three years) to return to the financial
situation you were in when you were employed. This
is not meant to be discouraging; it is meant to man-
age your expectations and impress on you that it is
normal to struggle for a period in pursuit of your goal.

Know yourself
HAVING OBSERVED CLIENTS WHO HAVE BECOME
business owners, Ian Beere, a financial planner
and senior partner at Netto Invest, says it is the

Small business,
big challenge

How do you make the leap from managing a
predictable salary and your personal expenses to
negotiating the financial uncertainties of working
for yourself? Roz Wrottesley took advice and
talked to some small business owners about the
financial rollercoaster that is being self-employed.

BEHIND THE BIGGEST AND MOST ENERGY-EFFICIENT
laundry business in the Western Cape lies the need for

R1 000 for medical treatment for a boy with attention deficit
hyperactivity disorder. Shameem Kumandan is the boy’s
mother, and 19 years ago that was a sum of money that
could be found only through her own enterprise. 

Her parents had been shop-owners and her husband
was in retail, but he was struggling as the competition from
spaza shops grew in their area.

Shameem borrowed R4 500 from a family member,
bought a washing machine, a dryer, an iron, an ironing
board and some hangers, and got going with one student
helper. Within months, it was obvious that expansion was
needed to handle a growing number of restaurant clients,
so she borrowed another R20 000 for more equipment and
moved into a 16-square-metre premises. 

When electricity costs soared, 40 laundries that she
knew of closed, but Shameem explored methods of cutting
electricity consumption and working smarter. Having
researched trends in other countries, she fitted a coal-fired
boiler, had the steam pipes insulated and replaced an entire

wall with glazing to let in natural light.  
The result of a continuing quest to use technology to

make the business more efficient is a much-reduced
reliance on electricity and faster processing times, which
have made it possible to drop the night shift and give all 73
staff a working day of 7am to 4pm. The technology also
extends the life of the fabrics – an important point for the
healthcare and hospitality industries that are Shameem’s
biggest customers.

It has also earned her business, Washtub, the
Department of Trade and Industry’s 2014 Technology for
Women in Business Award in the small business category. It
may be Washtub’s last such award, because Shameem is
about to take the next step into big business, with more
branches and a national presence. (When she lists on the
stock exchange, it might be wise not to miss out.)

“We never over-committed ourselves, so growth was
never so great or quick that we couldn’t plan,” Shameem
says. “I learnt not to expand based on a specific contract,
because that might fall through for some reason.
Expansion needs to be driven by strategy, not >>>>

Shameem Kumandan:
Washtub Industrial Laundry Service

Shameem Kumandan’s laundry business has thrived despite soaring electricity costs, thanks to her willingness to
plough profits back into the business to make it energy-efficient.

“It takes 1 000
days to return to
the financial
situation you
were in when you
were employed
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people who know what they spend and con-
tain their personal expenses who do well. 

“I can think of one example right now,” Beere says.
“He is in his 40s and he’s retired. He has just bought
a yacht and spent a year in the Caribbean with his
family. But when he was running his business, he was
driving a Citi Golf, living in a flat and re-investing
everything again and again in the business. He was
not draining the cash flow of the business dry.  

“It all gets back to the marshmallow test. That’s the
one that has become famous as a test of self-control,
willpower and future success,” Beere says.

A Stanford University professor named Walter
Mischel gave a group of preschool children in the late
1960s one marshmallow each and told them he was
leaving the room for 15 minutes. Those who man-
aged to keep their marshmallows until he returned
would get another one, and double the pleasure.
Predictably, some managed to hold out and some did
not, but subsequent research with the same group as
they grew to adulthood has shown that the children
who postponed gratification went on to be more suc-
cessful in life, judging by academic achievement,
earning power and state of health.   

The importance of self-discipline can hardly be
overstated, according to Sue and Craig Torr, the co-
directors of their financial planning business, Crue
Consulting. They left the
safety of corporate jobs
in financial services 10
years ago, when their
three sons were aged two,
four and six, so they
know about risk-taking.
They did it because they
wanted the flexibility of
working for themselves
and had the right mix of
skills. Craig holds the
Certified Financial Planner accreditation, while Sue,
an advocate by profession, is the administrator and
marketing brain.

“One of our biggest concerns is seeing clients treat-
ing their business balance sheets as their own,” Craig
says. “The worst thing is hearing people say, ‘don’t
worry, the business is paying’. As if that makes spend-
ing okay! And sometimes they are spending income
even before it has been taxed.

“Delaying gratification is so important. Don’t
change your lifestyle, even when money is coming in.
Pay off the bond; carry on as usual. There are always
business risks that could hit you. In our business,
financial services, regulatory change is a big risk, and
we have to be prepared for that.

“You may have the fancy title of ‘director’, but you
still get paid last. Look at yourself and your personal
finances and know your weaknesses. So often, what
happens in the business mirrors what happens
in your own finances.”

MALOTI MOTHOBI MAKES IT SOUND EASY: SHE IS
single, young (recently turned 30) and childless, and

has the level of tolerance for risk of which financial advisers
only dream. Four years into her business, not only does
Maloti have a “decent” credit record and the satisfaction of
having paid off a R135 000/three-year start-up loan from
Anglo American’s Zimele enterprise development fund, but
she has chalked up her first award. Her company, Strato
Couture, won the manufacturing category of the Eskom
Development Foundation’s 2014 Business Investment
Competition and, at the time of writing, was awaiting a
windfall of R150 000.

Strato is a men’s streetwear label designed by Maloti,
manufactured by two machinists in Cape Town’s
Observatory and available from branded shops in Long
Street and the new Watershed at the Victoria & Alfred
Waterfront. Maloti also sells online in a small way from
wearstrato.com

Maloti’s entrepreneurial spirit showed itself early: she
was 21 when she made her first attempt to go it alone,
buying a sewing machine with money saved in a provident
fund at Foschini, her first employer. Maloti spent a year
working from home, making matric-dance and church
dresses for her mother and her friends, before she realised
it would take more than a creative spirit to be successful in
manufacturing. She took her second and final job with the
South African Fashion Council at 22, and at 25, with the
council’s support, she graduated from the Cape Peninsula
University of Technology with a degree in fashion design
and a new awareness of the importance of marketing. 

You might say that the rest is history … Maloti launched
Strato in 2011 in a store in Strand Street, near the revamped
Cape Town station, and she moved to a desirable location

in Long Street in 2012. In 2014, she added a large
manufacturing space in Observatory and the new outlet in
the Waterfront.

“The biggest challenge is balancing the overheads and
the money coming in,” Maloti says. “I realise the business is
growing quite fast and that that could be a problem … but
it’s a good problem. 

“I find it exciting, rather than stressful. It puts me in a
position where I have to be innovative about how I spend
money, and I have to prioritise each month. As long as
I can pay staff and rent, I can negotiate with suppliers.
Not every bill gets paid immediately, and I don’t agonise
about it – I accept that this is a business; it’s not personal.
Some months are bad and sales are sometimes down, 
but I don’t take that personally, either – it’s not a reflection
of my work.”

Coming from a background in which Maloti’s single
mother, a nurse, somehow made sure she always had
everything she needed, she is naturally disciplined when it
comes to money.

“I’m not sure you can teach that. I’ve always saved a
little bit, and I budget really well. I pay myself a salary, but
it’s the minimum – not what I earned when I was employed
in the industry. And I never take money from the till. I like to
keep any expenses that are mine as low as possible. I see
people driving flashy cars and businesses failing.”

Her own ambition is to travel; she had hoped to get to
New York by the time she turned 30, but the expansion of
the business put paid to that. But Maloti has no doubt she
will get there. 

“If you have a technical skill, you can always get into
business. Businesses are not run just on money. If you have
skill, the finance will come.” q

circumstances, and it needs to be slow and steady with
no ups and downs, so you retain contracts. You don’t

have to be the biggest, but you must be the best you can be.”

Invest to fund your lifestyle
SHAMEEM LEARNT TO BE RESOURCEFUL AND DISCIPLINED
as one of six children who lost their father when the oldest was
17. She was six years old, and was put through school by her
older brother.    

“The problem is that people adjust their lifestyles too soon –
it’s all flashy cars and holidays. But in tough times, you have to
provide for your children’s education and your retirement
before providing for lifestyle,” she says. 

A piece of advice from the book Rich Dad, Poor Dad by
entrepreneur Robert Kiyosaki helped her to resist temptation:
“He says that you should invest income to pay for your
lifestyle, rather than spend income,” Shameem says. “In other
words, if I receive R10 000 and spend it, there is nothing left. If I
invest it, it keeps on funding my lifestyle.”

She did once trade in her 14-year-old car for a luxury model
– just as electricity costs started to soar in 2008.

“We battled to pay off that car, and I realised that I could
have saved for a bigger deposit, to make the payments easier,”
Shameem says. On the other hand, after losing her
engagement ring in the early days of her business, she waited
20 years for a replacement, and received it just a year ago.  

“You have to stick it out; the biggest mistake you can make
is to take too much out of the business, so that you don’t have
enough to pay salaries and have to rely on the next payment
coming in.

“You have to plan ahead. If you invest in equipment, you
have to budget for servicing the equipment. You don’t always
get paid on time, especially if you have government contracts,
and you have to be able to carry that debt. Once you have
financial stability, you can take the opportunities that come
your way, such as taking on a big new contract.

“It took a long time – as long as 12 years – to get to the point
where we had six to 12 months’ basic expenses covered. Until
then, we would have this month’s salaries a few days before
pay day.” 

Hands-on management
IN THESE MORE STABLE TIMES, SHAMEEM IS NO LESS
committed to knowing what is going on in the business. She
goes through the books daily with her accountant and receives
an email update on expenditure on the critical resources, water
and power. When she is out of the office, she keeps in close
touch with staff and management via Whatsapp. 

It’s clear that Shameem derives a great sense of satisfaction
from taking her staff along with her as the business grows.

“It’s no good if I have a vision and a dream, but no one else
knows about it,” she says. “They need to know the vision and
be involved in it. 

“When you start out and there is no money, you are
motivated by your children. Now that everything is paid for and
established, it’s time to give back. The business is for all those
who have worked for it. We are about education and
upliftment. We like to see everyone who has been a building
block of this business benefiting as well.” q

>>>>

>>

Maloti Mothobi: Strato Couture

When she turned 30 at the end of last year, Maloti Mothobi could reflect on rapid progress in her fashion business.

“Don’t change your
lifestyle, even
when money is
coming in
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The right structure
A SOLE PROPRIETOR STRUCTURE IS OFTEN

the most cost-effective and convenient form of busi-
ness to start with, but it does make it difficult to avoid
the intertwining of personal and business expenses,
says Peter Hewett, the managing director of Pretoria-
based financial planning company Efficient Advise
and the 2014 Financial Planner of the Year.

“However, when the business is prof-
itable, or if there is any form of outside
funding, or if you are in business with
other people, the best structure is a pri-
vate company,” Hewett says.

“It is relatively simple and inexpensive
to set up, but it does enable you to total-
ly separate your business and personal
affairs. This becomes critical when the
business is established, as the valuation
of a business is, in most cases, based on
the net profit generated by the business.
If the business is carrying significant
additional, unnecessary expenses, the
profit – and thus the capital value of the
business – is impacted negatively.

“There are also a number of legal pro-
tections built into the private company
structure that could be lost if you are seen
to have been funding personal expenses
through the business,” Hewett says.

Even if your business is structured as a company
and you are scrupulous about separating your
personal and business expenses, there is a danger of
putting your personal assets at risk by signing
personal surety in favour of the business, he says.

“Although a company operates as a
separate legal person and can contract,
own assets and incur liability in its own
right independently of the shareholders,
most entrepreneurs, at some time or
another, sign surety to secure bank loans
and/or payment terms from vendors. If
that surety is unlimited, it could leave
you exposed in case of a claim by the
creditors of the business. 

“It is best not to sign surety at all, but
where this is not possible, you need to
limit the surety to the facility being
applied for and ensure that the surety is
cancelled when the facility is no longer
being utilised.”

Finding funding
THE SOURCES YOU CAN TAP FOR 
funding to start a business can include
your cash savings, loans from family
and/or friends, your home loan, unregulated lenders,
your retirement savings, your parents’ retirement sav-
ings or venture capital investors.

“Cash savings would be ideal,” Sparg says, “but

this is not always realistic or possible. From a tax
point of view, it’s preferable to avoid cashing in retire-
ment funds, as the average tax rate on withdrawal is
likely to be significantly higher than the average tax
rate when you draw down the funds on retirement.

“Grants are available from the DTI and others, and
the great thing about them is that there is no giving
away of any ownership stake. It’s worth looking into

these options, although they probably
involve a fair amount of paperwork and
bureaucracy. 

“Venture capital funding is not always
ideal, as the funder often wants to take a
majority ownership share in the business.

“Loans from family and friends should
be avoided if possible, as a lot of family
friction can be caused if the business does
not succeed (or perhaps even if the busi-
ness does succeed dramatically – for
example, the lenders may feel they
‘deserve’ more than just the loaned
amount). The terms of the loans may also
not be as strict as they would be with a
commercial loan, and this might create a
false sense of security for the business
owner. Have a written agreement stating
the payment period and interest rate.”

Take the time to understand fully the
costs of funding, and remember that they are nego-
tiable, Sparg says. “And if you do take a loan, it makes
sense to have life assurance and disability assurance
in place for the amount of the loan.”

In relation to the risk of borrowing to fund your
business, Hewett adds that it is very important to

understand the implications of your mar-
ital regime. 

“Being married out of community of
property, with or without accrual, versus
being married in community of property,
is a significant factor when assessing your
family’s exposure to your business risks,”
he says.

There is no escaping business risk, but
the good news is that there is help out
there. The DTI’s Small Enterprise
Development Agency (seda.org.za) is a
valuable source of information about
possible funding and tax incentives, and
it runs a funding programme specifically
for women in business.

The DTI (dti.gov.za) runs a grant pro-
gramme for majority black-owned and
managed businesses in various categories,
and local governments have their own
support programmes. 

Then there are the corporate development-funding
programmes from which both Maloti Mothobi and
Shameem Kumandan have benefited (see
pages 27 and 29).  

IN THE INDUSTRIAL ENVIRONMENT OF CAPE TOWN’S
Epping, 42-year-old Des Timm is restlessly creative,

impatient to produce a cardboard box for every conceivable
need. He got the box bug when he was a little boy visiting
his father’s packaging business in Port Elizabeth.

Catering for particular and unusual packaging needs is
Des’s strength, and he was manager of special packaging
with Nampak Corrugated (one branch of the huge Nampak
conglomerate) when his daughter was seriously injured in a
fall in 2006.

“I stood at the hospital and realised that if this was going
to cost a lot more than my medical scheme would cover, I
was in trouble. I realised I needed to be in my own
business, because the value of your own business is that
you can put Plan B into action in times of need or urgency.
In corporates, you keep to the plan, you keep to the budget,
you keep to the structure – I guess that’s what makes those
businesses less agile compared with small businesses.”

Des contemplated using his retirement savings to fund
his start-up, but he was persuaded not to. Instead, he took
a loan from a family member, negotiated with the bank to
give him a matching overdraft, reluctantly signed surety on
his home (fully paid for, thanks to the lavish corporate
salary) as leverage for further borrowing, and began making
boxes in his garage at home. Relationships built over years
brought him business and, thanks to a consultancy
agreement with Nampak, he also had some guaranteed
income for the first year.  

Hit by the credit crunch
DES RAN OUT OF SPACE IN THE GARAGE IN A MONTH
and expanded to “massive” premises – just as the credit
crunch kicked in. The packaging of motor vehicle
components was, and still is, an important part of his
business and manufacturers put off the launch of new cars
because no one was buying. Fortunately, Des’s wife, Nina,
was building her own successful cookery business, Nina’s
Kitchen, and with Des’s active participation, it kept them
going while he waited for his own industry to turn around. 

“You realise that starting a business is not just your
decision – it affects the whole family,” he says. The two
children are aged 13 and 16 now, and, as practising
Christians, he and Nina also believe in the principle of
tithing, or paying 10 percent of their income to the church.   

“Initially, I didn’t pay myself a salary, and paying yourself
out of the till doesn’t work. I needed to know what I was
earning. The best piece of advice I ever had was to pay
myself something, even if it was minuscule to start with.
There must be a line in your accounting that says ‘salary’,
and it must be a consistent amount. After all, you can’t
finance anything without showing the last three months’
payslips. It seems obvious, but it’s not. 

“When you leave a corporate, you need a credit history
in business. Even if you’ve just held a business bank
account for ‘Des’s Koeksusters’ and moved money in and

out of it yourself, you’ll have something to work with. Your
personal credit history is no use to you; if the source of your
money was your boss and you no longer have a boss,
there’s nothing to talk about.”

He says making a business succeed is not just a matter
of working harder. “You need to work smarter with lots of
hours. Knowing how to make things and sell things is my
strength, and I don’t worry about delivering big orders. If I
ever lay awake at night – which I don’t – it would be
because of the admin related to business. But capable staff
help me learn, and I now don’t take anything for granted.
And I notice that the more I do things I hate doing, the
better my business runs!” 

What motivates Des is the prospect of giving his children
the legacy of an established business.

“I want to give them a choice, an alternative to whatever
they might do in life. And the more we can diversify the
business, the better it is as an option.  

“When you start your own business, you are making a
decision that you’re never going to retire. Your life might be
punctuated with mini retirements, but as long as you’re an
entrepreneur, you are going to want to work for the rest of
your life.” q>>

>>

PHOTOGRAPH: IAN LANDSBERG

Des Timm is passionate about creating packaging
solutions and much less so about administration, so
he bows to his capable staff when it comes to
discipline, routine and attention to detail.

Peter Hewett: The
private company
structure has a number
of advantages

Richard Sparg: Loans
from friends and family
can cause a great deal
of friction

Des Timm: QPS Packaging
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Recipe for success
JUDGING BY THIS SMALL AND UNSCIEN-

tific sample of financial planners and small business
owners, there is no mystery about the elements of
good financial management for small businesses,
as listed below. They are all achievable if you are ded-
icated, disciplined and capable of paying attention to
detail. If you have a good idea, too, you are well set
on the road to success.

1. Have a personal budget
At the very start, small business owners tend to forget
to budget for their own needs in the rush to get in the
first orders and see the business take off, Beere says. 

“You need to have a personal budget, so you know
what you have to earn to get by – that’s
a vital number. Then, you add to that the
cost of life and disability insurance,
retirement saving and medical cover,
which may have been covered in the
past by your employment package. 

“In the early stages, too, you can buy
what is known as overhead cover, which
is relatively expensive, but pays out a
monthly income if something happens
to you while you are key to the survival
of the business. If you are sick and can-
not work, and you cannot fulfil orders, it
could pay out from day one for a limited period to see
you through the crisis. Once the business is estab-
lished, you can reduce it,” Beere says.

2. Have a proper business plan
The most common mistake that entrepreneurs make
is not producing a comprehensive business plan,
Hewett says. When documenting a plan, you auto-
matically highlight possible risks and challenges that
are not obvious when the business is simply an idea. 

“The business plan needs to cover, among other
things: the business objective; licensing, regulatory
and legal requirements; the target market; a compre-
hensive budget covering capital and operational
expenses over at least the next two years, with the
related funding plan (and it is best to have a worst-
case, a likely and a best-case budget to highlight cash-
flow risks); a marketing plan; and a business capacity
plan to understand the human, technological and
infrastructure requirements needed to establish and
grow the business. 

“Putting all this down in black and white makes it
easier to identify problem areas that could lead to
early failure. Over-optimism is often a significant risk
– weird and wonderful projections of a meteoric
growth in sales in the early stages with little cost
growth. If it was that easy, everyone would be doing
it,” Hewett says.

3. Budget for professional advice
“Don’t begrudge the cost of using the professional

services of an accountant and a lawyer when you set
up your business, so that everything is correct from
the start,” Torr says. “Pass your business plan by
them, make sure contracts are correctly drawn up,
your partnership or shareholder agreements are in
place, you have a buy/sell agreement with your busi-
ness partner backed by life insurance, and so on.”

Beere agrees that the right framework must be in
place at the outset, but he cautions against over-
preoccupation with the structure of the business
entity you are creating. “Your primary focus should
be on product, price and promotion – the three P’s.

“For example, if you don’t have time to negotiate
the perfect shareholder or partnership agreement at
the start, a basic signed agreement will do, and it can

be improved on later. Having a signed
agreement will  prevent problems occur-
ring down the line if the business does
well and then a shareholder wants to
resign and sell his share,” he says.

He recommends appointing a “well-
regarded short-term broker to review
your business content and public
liability cover twice a year during the
growth phase, as many businesses
acquire assets at a faster pace during the
growth phase.”

4. Think of the bigger picture
A new business is often not just about you and your
product or service. There are other considerations,
Sparg says, including the need to register right at the
start for the following:

q Income tax;
q Pay-As-You-Earn and the skills development levy

for employees (both payroll taxes);
q The Unemployment Insurance Fund for employ-

ees, through the Department of Labour;
q VAT, once turnover reaches, or is likely to reach,

R1 million in a 12-month period; and
q The Compensation Fund, which provides sup-

port for employees affected by occupational injuries
and diseases.

(See page 34 for more on the tax considerations for
small businesses.)

“Where your business involves more than yourself,
a group disability and retirement savings plan is
easy to implement and may also be vital when you
want to attract and retain the right calibre of staff,”
Sparg says.

5. Don’t spend from one pot
Whatever you do, separate your personal expenses
from your business expenses. If there was one piece of
advice that was top of everyone’s list, it was this. 

“Have separate personal and business accounts and
separate credit cards, Beere says. Draw any profits that
are available only when everything else is accounted
for, and delay that if there is any doubt. 

>> “It’s a common problem that people spend too
much out of the business and then find they can’t
pay their overheads,” he says.

Sparg says that another important aspect of sepa-
rating personal and business finances is to build up
your own personal investments, in the
interests of diversification. Retirement
fund investments are ideal for this pur-
pose, he says, “because they cannot be
owned and accessed by the business, and
they cannot be taken by creditors in the
event of the business failing”.

6. Keep your eye on the ball
“Outsource certain tasks, such as
accounting and IT, but make absolutely
sure that the people you employ are
competent. And then stay on top of
things and know exactly what is going
on,” Torr says.

“Know the basics of accounting, tax
and regulation. And if you don’t want to
learn the basics, don’t go into business.
Whatever skill you have, you need to
become a jack of all trades and to be able
to do things yourself when staff are not around. The
days of doing only the things you like doing
are gone.”

7. Think horses for courses
Ideally, have a mix of different personalities in your
business, so that personalities and roles are suitably
matched, Beere says.

“Very few people can do everything; a
creative person may not be interested in
bookkeeping, and a diligent accountant-
type may not be able to sell. And be very,
very careful who you employ. Labour
relations can be very complex, and you
cannot easily get rid of someone who
turns out to be unsuitable,” he says.

8. Plan ahead
There is more to business finance than
income and expenditure, Beere says; cash
flow – the trip-wire for so many small
businesses – is a constant challenge. To
avoid a cash-flow crisis as far as possible,
he says, you need to plan for working
capital, which is the cost of carrying
stock and debtors until the stock is sold
and paid for and the debtors pay up.

“Many people start a business out of
desperation, and they don’t plan for the
cash flow required to do the work that they will be
paid for three months later. In the service industry, we
call it the ‘work in progress’ cost, because in an
accounting practice, for example, invoices are issued
only after a client’s books have been done and the

bookkeeper has been paid,” Beere says. “In some busi-
nesses, there’s a three- to six-month pipeline before
you receive any revenue, although you have had to
pay the expenses. You have to cater for that.”

Hewett says the business plan, if properly com-
piled, should go a long way to preventing
a cash-flow crisis. But, he says, “because
cash-flow problems can be precipitated
by circumstances completely outside of
your control, it makes sense to negotiate
some form of facility with your bank that
will be utilised only in extreme circum-
stances, or to approach creditors/ suppli-
ers to negotiate terms of payment that
ease cash flow. It is better to negotiate
these facilities in advance, as opposed to
when the cash-flow problems arise,
because it is very difficult to raise credit
facilities when the business is already
operating under duress.”

9. Capacity is king
Linked to the issue of working capital is
Beere’s warning that you must guard
against growing too quickly. If you sur-

prise yourself and do better than expected, don’t be
tempted to plunge in and sign lucrative orders if you
don’t have sufficient working capital.  

“Be very careful of increasing your turnover with-
out enough cash to cover stock and debtors. You
might need R100 000 now to produce R300 000 in a
few months’ time. If don’t have that R100 000, you
may end up using money that you need for salaries

and overheads.”

10. Beware of signing surety
If you have to sign surety, read the agree-
ment very carefully and limit the amount
and the timeframe of the surety, Sparg
says. “Make absolutely sure that you
get the document back as soon as the
debt or obligation has been repaid. And
always keep a personal copy of every
surety you sign. 

“Preferably, negotiate with your sup-
pliers to avoid signing personal surety,”
he says. “Start with smaller lines of
credit and increase them later.” There is
more information at the Financial
Planning South Africa website hosted by
Netto Invest: http://www.financialplan-
ningsouthafrica.com/personal-surety/

Business owner Des Timm (see
page 31) explains succinctly the risk he

took when he signed a surety on his home to start his
business: “Signing any kind of surety is dangerous. In
corporate life, you can make massive mistakes and
survive, but in private enterprise, your mistakes can
cost you everything.” q

“Having a signed
agreement will
prevent problems
occurring down
the line

Ian Beere: A business
can wait up to six
months before receiving
revenue

Craig Torr: Become a
jack of all trades so you
know how to do things
when staff are absent
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Company business
IF YOU DECIDE TO OPERATE YOUR BUSINESS IN
another legal entity, such as a company, you will
have to submit tax returns for the company, as well
as your own personal tax returns. So you can expect
to double up on submissions, at least. 

As has been said in “Small business, big challenge”
on page 26, it is important that you do not treat the
company as an extension of yourself, and this is
particularly so in the tax arena. 

If you pay yourself a salary from the company,
you are an employee in relation to the company,
with the attendant employees’ tax and other payroll
deductions. Spending the cash generated by the
company amounts to a loan, which may have fringe
benefits or dividend withholding tax implications. If
you declare a dividend
from the company,
dividend withholding
tax of 15 percent must
be applied.

If you use assets you
own in your personal
capacity in your business,
make sure you keep records
of what it cost to acquire
them. You may be able to
claim a wear-and-tear
allowance in respect of
these assets. If you operate
your business as a separate
legal entity, you may wish
to transfer the assets to the
new entity through a loan
account. This will help
with future cash flows,
because the company can
repay your loan account
without attracting fringe
benefits tax or dividend
withholding tax. If your
business is registered for
VAT, you may be able to claim an input VAT
deduction in respect of the assets, so if they are
valuable, it may be worth obtaining expert advice.

However, before you embark on a scheme of
selling your assets on a loan account to your business
at vastly inflated prices, be warned: ensure that all
transactions between you and your company are at
arm’s length, because you will, in all likelihood, be
regarded as connected persons. Manipulation of
prices above or below what an unrelated third party
would pay can give rise to other adverse tax
consequences, such as donations tax. 

Personal service companies
ANOTHER ASPECT TO CONSIDER IS WHETHER
your company qualifies as a small business
corporation, as set out in section 12E of the Income

Tax Act. If so, you may enjoy beneficial tax rates and
accelerated depreciation allowances in respect of
plant and machinery used in your business. 

There are a number of qualifying criteria, but the
most important one is that companies that provide
personal services are generally excluded. Personal
services are defined as services in the fields of
accounting, actuarial science, architecture,
auctioneering, auditing, broadcasting, consulting,
draftsmanship, education, engineering, financial
service broking, health, information technology,
journalism, law, management, real estate broking,
research, sport, surveying, translation, valuation or
veterinary science, if the person performing the
service holds an interest in the company.  

Another beneficial tax-rate regime exists for
micro businesses that earn
less than R1 million in
annual turnover. Once
again, businesses that
provide personal services
are disqualified.

The reason for
excluding personal service
providers from the
beneficial tax rates was to
discourage employees from
incorporating and offering
their services in
incorporated form to their
former employer to avoid
the deduction of
employees’ tax. Your
company or trust is a
personal service provider if
services are rendered to
clients of the company or
trust personally by you and
more than 80 percent of
the income of the
company or trust comes
from one client, or if you

are required to perform the services at the client’s
premises under the client’s supervision. However,
there is an out if the company or trust employs at
least three full-time employees who are unconnected
to the company, trust and/or owners of the entity.

The consequence of categorisation as a personal
service provider is that clients are required to deduct
employees’ tax from the amounts they owe your
company or trust, which will have an adverse impact
on the cash flow of your business. In addition, the
expenses allowed as a deduction in the company or
trust are limited – for example, wear and tear is not
allowed, which could be significant, depending on
the type of business you operate. 

n Kari Lagler is an independent tax consultant and
registered tax practitioner.

B
EING YOUR OWN BOSS – AND
potentially being boss to others – has
many advantages, but unless you are a
stickler for detail, you might not welcome

the increased burden of administration – tax-related
and otherwise. This will come just when you are
likely to be busy with more urgent activities for your
new business, such as marketing, sales, bookkeeping,
credit control, operations and management. 

So be prepared, and try to tackle the admin in
small increments, so that it doesn’t overwhelm you.
Consider roping in friends and family with the
requisite skills to assist. Alternatively, before you start
your business, look around for bookkeepers,
accountants and/or tax practitioners to lift some of
the load. You should feel comfortable with your
advisers and be able to rely on them to respond to
your requirements quickly and within your budget.
If you leave it to the last minute, you may not find
people with the best fit.

Expect to keep additional records to support
business expenses – for example, the cost of rent or
of maintaining an office at home, and your
expenditure on business travel and marketing.
Ideally, you should keep a complete set of accounts
for your business, even if you operate as a sole trader
(that is, operate in your personal capacity).

Provisional tax
IF YOU DO NOT ALREADY PAY PROVISIONAL TAX,
you are likely to have to register as a provisional
taxpayer. Provisional tax is the payment in advance
of your annual income tax, and late payment can
result in a hefty penalty. 

Find out early on what your obligations are
regarding registration, calculation and payment. Try
to forecast your expected cash flows, and take the

advance payments of tax into account in your
forecasts.

Even if you are already a provisional taxpayer, be
aware that a move to non-salaried employment often
means uncertainty of cash flows, and your
provisional tax computation, particularly the second
payment on February 28, is likely to be more
complex. Take care not to underestimate your
provisional tax, so that you avoid penalties when
you can least afford the extra cash outflow.

If you employ staff in your business, you will
probably be required to deduct employees’ tax (SITE
and PAYE) and other levies, such as for the
Unemployment Insurance Fund and skills
development, and you will have to provide the
South African Revenue Service (SARS) with
reconciliations. A decent payroll system should cover
most of these requirements, or you can outsource
these functions. Non-compliance with your
responsibilities as an employer – tax- and non-tax-
related – can result in serious penalties.

If you exceed the threshold for VAT (annual
turnover in excess of R1 million), you will have to
register for VAT. Again, investigate this in advance so
that you can register in good time and comply with
your statutory obligations from the start. 

Do not be surprised if the change in the make-up
of your income and expenses raises a flag on SARS’s
system. You may be required to submit proof of your
expenditure, so keep your records in good order and
easily available. I know of an objection that is still
outstanding from the 2010 tax year, when a salaried
attorney started his own business. SARS taxed the
revenue in full, but disallowed all the attendant
business expenses. A change of tax office and tax
practitioner and the absence of supporting
documents have compounded the problem.

TAX ISSUES FOR
NEW BUSINESSES

There are several tax issues you
should be aware of when you move
from salaried employment to self-
employment, writes Kari Lagler.
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