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SMEs financing their own expansion need to negate risks by making sure they avoid
the common mistakes that can be made.

Body:

Keeping a business afloat is a challenge in the ever-competitive commercial
landscape. Expanding a business is a whole other challenge on top. Especially for
SMEs financing their expansion without the healthy cash reserves of larger
companies.

In this post, we are going to highlight some of the major pitfalls that SMEs financing
expansion can face. Some of these are specific to small businesses, yet often
overlooked.

Never Mix Money

Ask any freelancer what the largest problem they face is? The most common answer
is going to be managing their finances. There is a reason for this. It is far too easy to
see company funds as personal funds.

What tends to happen is, the small business owner wants to make a personal
purchase, and they will dip into company cash to make it. This, of course, takes the
needed money out of the company cash flow, potentially presenting the business
with continuity problems.

Personal and business finances need to be kept entirely separate. Remember that
you and your business are two separate entities with their own financial needs.
Putting the company in jeopardy through bad money management puts both entities
at risk.

Taking on a First Employee

SMEs financing their own business development and expansion face a singular
challenge. That of taking on their very first employee. This is not just a financial
challenge, it will affect every aspect of day to day operation.



Many small businesses take on their first employee too early. Growth tends to be
linear. When you reach a stage where there is just a little too much to handle alone,
then the first employee you take on is likely to have a very light workload. Therefore,
they are not providing best value.

Luckily some good alternatives are available. Taking on part-time staff, or casual staff.
Also, the growing outsourcing market can provide manpower to cover short-term skill
shortages.

Work Smarter Not Harder

There is an old story that sums up this problem very well. A hiker is walking through
the woods and comes across a woodcutter frantically chopping down a tree with
what looks like a blunt axe. The conversation goes something like this:

Hiker: Good afternoon, you know you could chop down that tree more efficiently if
you sharpened your axe?

Woodcutter: | can’t sharpen my axe.
Hiker: Why not?
Woodcutter: I’'m too busy chopping down this tree.

And this is a common thread with many small businesses. The owner is too busy
actually running the business to spend time improving it. This is a recipe for disaster.
Time needs to be taken to look at business processes and find more effective ways of
actioning them by working smarter and exploiting the power of technology.

Don’t Avoid Marketing

Many small businesses get off the ground without any marketing effort. Their sales
come from referrals, or they only service a small local community where they have
very little competition.

SMEs financing their expansion need to set aside a healthy marketing budget.
Consider for a moment that many large corporations plough something like 40% of
their revenue into their marketing efforts.

A small business might not need to budget this much, but in order to grow it must set
aside a decent marketing budget. Furthermore, this budget should be spent wisely on



professional services. Making the mistake of thinking marketing is just another admin
task that one of the existing staff members can tackle in their spare time is common.

Taking It Out Too Soon

So, your small business has done well this year and you fancy a shiny new car? Sure,
go ahead and buy it with company funds. But what happens when shortly after, when
the company faces a financial hurdle it didn’t anticipate and finds itself
undercapitalized?

Having a healthy amount of cash on hand is paramount to ensuring sustainability of
the business. Failure to prepare for a rainy day will almost always result in a ‘never
saw that coming’ type of disaster.

In Conclusion

When it comes to SMEs financing business growth and protecting the firm from
financial risk, it is often a juggling act. Seldom will there be cash on hand to fund
expansion efforts and also act as a safe buffer In an ideal world, based on the points
above, we would:

1. Decide upon an achievable level of expansion.

2. Make marketing funds available.

3. Think carefully before taking on staff.

4. Ensure that at least a minimum amount of cash on hand is held back to cover
disasters.



