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ORGANISE FINANCES FOR THE MICRO BUSINESS
UNIT BSBSMB303

This unit describes the skills and knowledge required to estimate start-up 
costs, financial viabillity and projected cash flow for a micro business with 

reference to candidates’ personal financial situation.

KEY CONCEPTS

 Personal and business finances
 Schedule of personal drawings
 Personal net worth
 Costing of products/services
 Sales mix
 Typical business expenses
 Establishment costs

 Types of finance
 Sources of finance
 Applying for finance
 Cash flow forecasts
 Profit and loss projections
 Profit ratios
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Chapter 1:  Your personal financial position

CHAPTER 1
YOUR PERSONAL FINANCIAL POSITION

THE IMPORTANCE OF ORGANISING FINANCES

A financial plan provides your business with overall direction: a summary overview of the way 
in which your business is likely to operate, and an indication of how profitable and viable it 

will be in the marketplace.

Some of the fundamental aspects of financial 
planning required for the effective management of 
your business venture include:

 • determining personal and business finances
 • estimating establishment costs
 • estimating a sales mix
 • determining typical business expenses
 • forecasting cash flow
 • projecting profits
 • applying for finance.

When embarking on a new business venture, 
financial planning serves to pull together all the main elements of the business proposal by 
providing dollar costs and values to all the aspects covered, thereby generating an estimate 
of the overall viability of the business venture. 

You are in business to make a profit, and your financial plan will enable you to measure, control, 
evaluate and forecast your profitability, your financial needs and your financial viability.

IDENTIFYING YOUR FINANCIAL GOALS AND TARGETS
There are two universal financial goals in any business. These are liquidity and profitability.

 • Liquidity:  refers to the availability of cash, or assets which can be quickly converted into 
cash, and can therefore be used to finance the purchase of goods, services and capital 
assets. In other words, having enough cash to pay the bills as they fall due. The liquidity 
of your business will be reflected in your cash flow forecast, which details the amount and 
timing of cash flowing into and out of your business.

 • Profitability:  refers to the return on capital invested. It describes the profit earned by 
the business, measured in relation to the assets invested, and may be expressed as a 
percentage of those assets. The profitability of your business will be reflected in your profit 
and loss projection, which details your proposed total receipts from sales, and your total 
expenses.

However, in order to achieve the likelihood of adequate liquidity and profitability for ongoing 
business success, we need to consider the group of contributing factors, presented in Figure 
1.1 on the following page.

FINANCES
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FIGURE 1.1:  FACTORS CONTRIBUTING TO LIQUIDITY AND PROFITABILITY

Using the above as a framework, you now need to establish the specific financial goals, 
objectives and targets for your proposed business. Remember that it is important to keep your 
personal and business goals and objectives in harmony.

The financial objectives you set for your business should be clearly stated, realistic, time-based 
(weekly, monthly, or yearly), attainable and measurable. Your goal may be as simple as:

‘To provide an adequate living for myself in the first year of business operations.’

In this case, you would need to clearly define ‘adequate living’ in monetary terms. This would 
be expressed in the dollar values of your personal drawings from the business.

At the end of your first year of trading, you would then assess the achievement, or otherwise 
of your financial objectives, and make appropriate adjustments to your business operations 
and management. Alternatively, you may develop a new set of more appropriate or realistic 
objectives for the second year.

Completing a Schedule of Personal Drawings (Financial Table 1) will provide you with an 
indication of the amount of money you will need to draw from your business in order to support 
yourself. This figure should be an important consideration when developing your financial 
goals, objectives and targets.

INNOVATIONS:
The ability to accept and 
utilise new technology 

for your business

RISK MANAGEMENT:
The ability to 
minimise the 

potential for risk 
in terms of the 

financial base of your 
business

QUALITY:
The insistence 
on maintaining 
and improving 

the quality of your 
products/services

EFFICIENCY:
The ability to 

increase efficiency 
by reducing 

operating costs

CONTINUITY:
The ability to continue 
to provide your goods/
services in a changing 

personal/business 
environment

GROWTH:
The ability to develop 

and expand your 
business

LIQUIDITY  
AND  

PROFITABILITY
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Having decided on the source documents you will use as the basis for your business’s financial 
record keeping system, let us now look at how the data contained in these source documents 
can be presented in a more meaningful form. The next step is to develop appropriate cash 
journals, or cash books, in which to enter the details of all transactions from these source 
documents.  Figure 3.1 provides an overview of how information contained in source documents 
is entered into a cash journal.

FIGURE 3.1:  SOURCE DOCUMENTS AND THE CASH JOURNAL

A system for keeping financial records

From the preceding discussion on source documents, it is evident that simply filing all of the 
various forms would not constitute an efficient or meaningful system for keeping financial 
records. We need a logical way to enter data from source documents, and a quick way of 
finding them at a later date. This is particularly important for summarising financial data, that 
is, adding and subtracting some of the totals in order to analyse the financial state of your 
business. Remember, an effective record keeping system will leave a clearly identifiable audit 
trail. This will be of particular importance when completing taxation reports such as Business 
Activity and/or Income Activity Statements.

Figure 3.2, on the page opposite, presents an example of a simple record keeping system.

Seeking financial advice and assistance

If you are proposing to be the sole owner of the business and have no employees, then your 
financial record keeping system could be as simple as generating, collecting and filing the 
appropriate source documents; maintaining a cash receipts and cash payments journal; 
preparing basic financial reports; and generating required taxation data, such as income, 
expenditure and GST collected and paid, from your records.

However, the increasing demand to comply with more stringent taxation laws, the need to 
document all transactions in prescribed ways, and the GST factor, mean that as a micro 
business owner, you must ensure that your financial records are of a sufficient standard to 
meet both legal requirements, and to enable you to monitor the performance of the business.

RECEIPTS PAYMENTS

CASH JOURNAL

Petty cash vouchers

Reconciliation of  
daily sales Cheque butts

Tax invoices
Tax invoices

EFTPOS transaction slips
Bank deposits
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Chapter 3:  Profitability of the business

TABLE 3.1: FINANCIAL RATIOS – PROFITABILITY

FINANCIAL RATIO FORMULA INFORMATION

Gross profit margin Gross profit
Sales

Indicates the appropriateness of 
pricing policies in terms of the 
direct costs involved in producing/
providing products/services

Net profit margin Net profit (before tax)
Sales

Indicates the overall efficiency of 
business management

Returns on assets Net profit (before tax)
Total assets

Indicates the efficiency with which 
the capital invested in the business 
has been used.

Return on owner’s equity Net profit (before tax)
Owner’s equity

Indicates the earning power of the 
owner’s investment in the business.

ACTIVITY 3.3

ASSESSING MY BUSINESS PERFORMANCE:  
USING FINANCIAL RATIOS

Calculate the following ratios for your business venture, based on the projections and estimates 
you have made in the various relevant financial tables. Explain the meaning of each ratio in 
terms of your business performance and viability.

Compare your ratios with those of others in the group or discuss them with someone in busi-
ness.

GROSS PROFIT MARGIN

NET PROFIT MARGIN

RETURN ON OWNER’S EQUITY
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