	Cash Flow - the lifeblood of the business

	        

	It is a simple fact that enterprises that enterprises go out of business because of lack of profit, do so because of the lack of cash. A business can make a loss bas as long as it has bash in reserve the business can go on.

A business can run into difficulties even if it has been profitable for years and can find itself in difficulty when the business runs out of funds temporarily because of over expansion. The effects of this may be that the business cannot pay the bills or employee wages.

The time lag between the business has to pay suppliers/employees and when customers actually pay you can be a problem for most businesses at some stage and the solution to this problem is managing the cash flow. At it's simplest this means delaying outlays for as long as possible while encouraging those customers who owe money to pay as soon as possible. You should also understand your cash needs and undertake good financial planning.

The Business Plan
One of the key arts of any business plan for a start up or established business is breakeven analysis - the amount of sales that need to be generated to cover all running costs including wages, rent, your own income, insurance, materials/suppliers, tax amount others.

Knowing how much the business needs to earn is not as important as knowing when you will get paid. This is where cash flow forecasting comes into being. This is when you predict cash income and expenditure on a monthly basis over the period of a year. This will give you a picture of how your cash will stand each month over the 12 - month period. It helps to identify when there may be a problem. When completing the cash flow forecast it is important to account for income and expenditure when this occurs e.g. sales income received after 30 days, insurance paid once per year. A cash flow forecast will help the business to avoid large projects/orders that are too large and might cause the enterprise to overtrade and maybe fail. You could use a spreadsheet like Excel; this allows the user to update easily and regularly. 

You could also use our free Excel based Cashflow form.


What can I do if I have a Cash flow problem?
There are some strategies that can be adopted if there is a problem with cash flow as follows:

1. Get additional finance from your bank or other financial institution. Any leaders will want to look at your business plan and accounts before making a decision. So be prepared.
If you need to borrow it is cheaper to avail of a short-term loan than an over draft. There are two other options that are promoted by Irish banks - invoice discounting and supplier finance. Invoice discounting is where the banks give credit on the amount of money you are owed by your customers. With most banks you can raise up to 85% of the value of your debts thus allowing you to create a predictable cash flow by providing 85% of the cash value of the sale. Supplier finance involves securing credit on the supplies you order with the payment sometimes made by the bank directly to your supplier.

2. Improving cash receivable
For most businesses, giving credit is a fact of life. There are a number of tactics that can be employed to speed up payments and reduce exposure to late and non-payers. Some of these are:

	
Offer discount to customers who pay promptly


	[image: image1.png]



Get deposits at the time of order


	[image: image2.png]



Conduct credit checks on all new non cash customers
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Issue invoices promptly and follow up on delivery for future orders


	[image: image4.png]



Track accounts to identify slow paying customers


	[image: image5.png]



Set credit limits and triggers for credit stop notices
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For slow paying customers, insist on cash on delivery for future orders
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When stock is held too long and is close to being outdated, selling it off at a discount is better than is going obsolete.


	      

	3. Managing payables
It is essential in times of cash crisis to reduce the bottom line costs as much as possible while securing the best credit period possible. Some tips as follows:
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Take full advantage of creditors terms. If you are allowed 30 days, take 30 days and no more
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Use electronic funds transfer to make payments on the last day. It is more convenient and cheaper than paying by cheque
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If you are having difficulty making a payment because of cash flow problems let your supplier know in good time. They may let you give a part payment
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Look at the advantage and disadvantages of discounts offered for early payments - if you need to borrow to make these make sure the discount offered is larger than the interest charged
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Don't always go for the lowest price when choosing suppliers - more flexible payment options might be better



