[image: image1.png]Tel: 02 66535826 Fax: 02 6653 5084
. Suite 3, 24 Edgar Street, Coffs Harbour
ACCOUNTANITS PO Box 36, Bonville NS 2441

S BUSESS A0 mel@ mjscoourtants.com.au
whw.mjscountants. com.au





[image: image2.png]Cash Flow Management
during a slowdown

angd OWErs, as

The biggest difference between profit &
loss items (such as income and expenses)
and cash flows is timing. Understanding
the timing of cash flows is essential in
ensuring the ongoing growth and survival
of a business.

Cash in a business can get tied up in
growth. Working capital is the money that
allows the business to trade day to day.
and it finances current assets such as
Work-in-Progress (WIP) and Debtors. As a
business grows there is often a need to
finance the increased holdings of WIP, as
well as the increased level of debtors
resulting from increased sales. The
business cycle requires balance between
cash receipts and payments and should be
achieved by actively managing the level of
cash in a business. The tools for effective
cash management are:

A workable credit policy

A credit policy helps to maintain the cash
inflows in a business. It sets the terms by
which the business trades with clients
and properly documents the contractual
relationship. It sets the expected timing
for collection of the cash from billings
and enables enforcement to take place

if a client refuses to pay. Management

of problem debtors should ultimately be
removed from the responsibility of those
who provided the services to the client, so
that an cobjective approach is maintained.

A WIP management system

Effective WIP management involves
control of time input and management
of ongoing levels and productivity. Proper
management allows a business to have
sufficient resources to service clients

and to quickly identify any inefficiencies

in the provision of services to clients.
Ineffective WIP management can result

in cash shortages caused by less than
timely billing practices and the need to
finance the holding of that WIP. Most
financiers will heavily discount the value
of old WIP when considering the level of
assets available as security or collateral for
working capital finance.

A purchasing system

To ensure proper terms are being
negotiated with suppliers, and that
purchases of both consumables and
capital expenditure are being controlled,
a purchasing system should set out
responsibilities and guidelines (limits) for
incurring costs and debt in a business.
Regular monthly monitoring should occur,
to ensure spending is within defined
budget guidelines.

A cash flow budget

The overview tool that can predict cash
peaks and troughs and allow a business to
plan when extra finance may be needed, a
cash flow budget derives from a profit and
loss budget adjusted for non-cash items
and the difference in timing between:

- cash receipts and payments and;
« income and expense items

The budget should always be rolled
forward regularly so that the budgeting
period is maintained. Timing of tax
payments is a crucial element.

Remember profit and loss is an accounting
concept. Cash is the real thing!

An educated financier

Maintaining a good business relationship
with its financier(s) is vital to maintaining
flexibility for a business’ cash needs.
Businesses rarely trade on the same basis
month in month out, and cyclical cash
needs are common. A flexible financier
who Ts able to understand and provide for
a professional service business’ cash needs
on a timely basis ensures smooth cash
flow management. A cash flow budget
assists greatly in dealing with financiers.

Ineffective cash management can lead to
an unexpected cash crisis. Financiers and
suppliers are likely to be unsympathetic if
poor planning means they are not getting
paid on time or they are hit with surprise
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request for extra funding.

In professional services firms the single
biggest investment requiring working
capital funding is created by the
investment in WIP and debtors. In difficult
economic times simple measures to
better manage WIP and debtors can
unlock cash and ease a slowdown in
business.

Specific performance strategies for better
management are:

-« Get your work flow right. Manage
productivity and prioritise work.

+ Get the initial estimate of fees as
accurate as possible. This means
making an estimate of the type of
client being serviced and whether they
are likely to be high maintenance.
Estimate the time and the rate
accordingly.

Get invoicing right. Try to clear WIP
monthly. Interim bill or direct debit. Get
a deposit up front.

+ Delegate invoicing to the person who
did the work. Get all time on the invoice
50 any decision not to bill, or to write
off time is made at a senior level and is
justified.

« Ask the client for a completion date for
specific work then agree on a
turnaround time. Meet it, then bill.

+ Understand why some clients don't pay
and set your collection procedures
accordingly. If your debtor levels need
work, the most effective area for initial
effort is the just overdue’ category.

« Provide a variety of payment options
including monthly direct debits where
appropriate.

By adopting the strategies for cash flow
management, professional services
businesses can better weather the
economic downturn that is occurring and
emerge with a better managed practice.
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