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There are two fundamental goals at the heart of improving your cash flow: control your expenditure and regulate your income. To that end, there’s a raft of clever tactics that can enable you to explore expansion opportunities and reduce the chance of being caught short if the unexpected happens. 

1. Ensure you have good financial reporting 
The first step to good cash flow management is to understand the ebb and flow of money through your business. For that, you need accurate, up-to-date information. Whatever your size of business, you should be routinely receiving a regular stream of data from your finance department. Management reports (for reviewing your current balance sheet), debtor books, budgets and cash flow forecasts should be at your fingertips. 

Neville Upton is CEO of customer insight specialist The Listening Company and he’s in the enviable position of not worrying about cash flow because his finance team have a firm grip on the numbers. He says, ‘I can get on with growing my business. Ideally, that’s the situation any CEO should be in. As a result, having started from scratch in 1998, we are on course to hit £25 million turnover this year.’ 

2. Combat seasonality by diversifying 
All businesses have fluctuating levels of income and expenditure, which can play havoc with cash flow if not properly managed, especially if the peaks and troughs are unpredictable. For businesses where demand for goods and services is affected by seasonality, this often means they face their greatest costs during their quietest period. And it’s not just Christmas cracker makers or Easter egg producers that are affected by annual highs and lows. 

James Lambert, 


chief executive of ice cream manufacturer Richmond Foods, knows that sales will always peak in the summer months, but he’s managed to diversify and pile up profits in the winter months too. The secret, he says, is being innovative while playing to your strengths. ‘Our Skinny Cow range is a good example of this, as low-fat ice cream sells particularly well in January. While you can sell anything when it’s 85 degrees outside, in winter you have to be clever.’

3. Establish debt chasing procedures 
Credit control and debt recovery are vital pillars of good cash flow management. PricewaterhouseCoopers (PwC) research indicates that nearly one in five companies regard current debt levels as the ‘biggest threat’ to survival. 

Julian Roberts, director of PwC’s receivables management group, urges, ‘It’s a good idea to establish a structure to the debt chasing procedure.’ He recommends that follow-up calls take place after a certain interval, invoices are re-issued a limited number of times and if that fails, a more serious course of action kicks in. 

The longer a debt remains unpaid the harder it becomes to collect. ‘If your customers are on 30-day payment terms, someone has to call on day 31 and ask where the payment is if it hasn’t arrived. If you don’t do that, you immediately weaken your position,’ says Jeff Macklin, co-author of Finance on a Beermat and MD of FDUK, providers of part-time finance directors to ambitious companies.

Ultimately, debt chasing is about maintaining a delicate balance in client relationships – keeping them happy while getting your money. Established in 1918, Lantex Manufacturing has had 88 years to get it right. ‘We maintain in-house credit control and it works well because we’re a small company with a good rapport with our clientele,’ says Margaret Sangster, FD at the Lancashire-based textile manufacturing firm.

4. Incentivise management to take responsibility for cash flow
Michael Wilmshurst became chief executive of Nationwide Accident Repair in 2002 after a hostile takeover and soon became aware that credit control was not part of company culture, so he began incentivising management to take responsibility. ‘Credit management needs to be part of managers’ jobs, not just something to blame on the finance department,’ he says. ‘A £1,000 debt that passed 90 days overdue would cost the manager £100. Suddenly all the managers found a way to get their money.’

The Listening Company has taken this idea a stage further. ‘Our project managers actually raise the invoices to send to clients,’ says Upton. ‘The financial controller checks that the details agree with the contract terms, but the responsibility for that invoice lies with the project manager. It’s part of how we assess their performance. As you can imagine, we have very little bad debt on our books.’

5. Understand your customers and the nature of their payment cycles
Many of your clients will have set dates in the month when they pay invoices, so it’s a good idea to incorporate that into your credit control system. ‘If you miss a customer’s cheque run you might have to wait another month and that directly affects your cash flow,’ says Upton. ‘Some customers we invoice weekly, some monthly, and that flexibility means we’re much more likely to receive payments on time.’

6. Invoice accurately 
Research from PwC found that around 85 per cent of the reasons given for non-payment by business customers relate to invoice queries or poor administration.

When Michael Wilmshurst took over Nationwide Accident Repair, the amount of debt reaching 120 days since the due date totalled £1.6 million. Now he’s reduced that figure to £115,000 and he says it’s vital to get the basics right, such as invoicing the right amount and sending it to the right place. ‘You wouldn’t believe how many times invoices are sent to the wrong address,’ he exclaims. 

A golden rule is to never send out invoices with the intention of making corrections afterwards. ‘If your invoices aren’t accurate, you might only discover this when you chase for payment, which could delay it for weeks, even months,’ says The Listening Company’s Upton. 

7. Have a dedicated credit controller 
PwC’s Roberts believes it’s vital to have a good credit controller. ‘You need to have people who are consistently involved in chasing debt, rather than just fitting it in on a Saturday morning as a number of business owners do.’

Many owners get involved in chasing debt from customers with whom they have a relationship, but that’s not always appropriate. Sometimes it’s better to have a clear division of responsibility and not wear two hats. 

‘By all means call the client to gently warn them the debt recovery procedure has kicked in and see if you can prevent it going further,’ says Jeff Macklin from FDUK, ‘but leave the hardcore debt collection to a credit control rottweiler you hire specifically for the job.’

8. Use a third party to collect your debts
If all else fails and your cash flow is suffering as a result of large quantities of cash tied up as unpaid debt on your books, consider outsourcing the work to a collection agency. Although they have a mixed reputation, figures from the Credit Services Association (CSA) trade body indicate that its members recover up to £5 billion each year. 
‘Don’t pick a collection agency randomly from the Yellow Pages. Only use one you know yourself or one recommended to you,’ advises Macklin.

A collection agency is advisable if you have a large number of customers who represent a small value of debt or are dealing across borders, as they will be aware of cultural differences and can often work outside normal office hours.

9. Only deal with customers who have a good credit history
It’s a good idea to credit check customers in advance and continue to monitor their payment practices throughout your business relationship. One way is to purchase status 
reports from credit agencies. These include full customer details and financial results along with the payment experience of other suppliers, county court judgments and a recommended 
credit rating
. 
10. Make your terms and conditions clear 
If an agreement to terms and conditions forms part of the grounds on which any deal is struck, it avoids misunderstandings and strengthens your ability to collect any outstanding amount later on. Jeff Macklin of FDUK is adamant that the issue of payment has to be at the heart of sale negotiations: ‘Make it clear that you’re not just selling something, you’re also agreeing with the buyer what and when he’s going to pay for it.’ 

11. Charge interest on overdue payments
In the UK, the Late Payment of Commercial Debts Act of 2002 was introduced to enable small businesses to charge interest at eight per cent above the existing 
base rate
 on debts due from large businesses, public sector bodies and other small businesses, and to claim a contribution towards the cost of a collection agent's fees. 

However, some small firms worry that they may lose business by charging their larger customers interest. Upton says The Listening Company includes in its terms and conditions the ability to levy charges on outstanding debt. ‘We’ve never enforced that, but it’s good to have it in there just in case.’

The Better Payment Practice Campaign offer guidance on procedures for charging interest on overdue payments. Visit www.payontime.co.uk for more details. 

12. Link sales commission to when invoices get paid
It can make an overnight difference to your cash flow if you link sales remuneration to the actual payment of invoice, rather than having bonuses paid based on billed revenue. 
Upton says, ‘You’ll find if there’s a problem with payment from a customer, the sales rep is the first on the phone to find out why, which also helps maintain the customer relationship and gives a sense of coherence.’

13. Cut costs and spread payments 
Put simply, you can improve your cash flow by not purchasing items unless they are business critical and you can spread the payment rather than taking a lump sum out of your cash flow. Hire purchase and leasing can be used to fund a range of items these days, including new and used cars, light commercial and heavy goods vehicles, plant and machinery, office furniture and computer equipment. 

‘Keep your fixed costs as low as possible and only pay for what you truly need,’ says Macklin. ‘One of the biggest mistakes I’ve seen too often is people who leave corporate environments and try to replicate that in the new business they start. The proliferation of company cars, grand offices, trophy receptionists and fancy fish tanks is truly staggering. It all drains cash and you just don’t need to do it.’

14. Improve how you use bank accounts and overdrafts/loans
Bank overdrafts are a popular resource for plugging short-term gaps in cash flow, providing additional cash when needed and enabling unforeseen costs to be dealt with rapidly. Ensure that the size of your overdraft limit suits your needs – too small won’t solve cash flow problems, too large may mean paying unnecessary fees. 

Bank loans offer a flexible and usually cheaper alternative with a planned repayment schedule and lower interest rates. Some high street lenders will even advance a lump sum against future cash flow, instead of only against assets. Ideally, negotiate loan or overdraft facilities with your bank when you’re in a strong cash position, before you need them, as you’ll get a better deal.

Many banks now tailor loan repayments to match the cyclical nature of your business, even offering ‘payment holidays’. ‘If there’s no income during a period then there’s no point you making repayments,’ says Paul Chadney, a seasonal business expert at Barclays 
Business Banking
 team. 

Another useful process offered by some banks is what’s called ‘sweeping’. When current account funds are low you often don’t have time to wait for a transfer to top it up from your savings account, which may require a notice period. A solution is to set up an inward sweep from one to the other that is triggered when the current account balance falls below a specified value. 

15. Use asset-based financing 
Asset-based finance is where a bank or other lender advances you money against the assets held by your business. This could be property, land or even computer equipment.

‘You can generate cash against most of the items on your balance sheet,’ says Dynshaw Italia, FD and chief operating officer at Cobra Beer, the international beer brand with £96 million turnover. ‘For a business that’s growing fast, the fees or interest you pay are worth it in return for the ability to free up cash. I’m surprised more people don’t use asset-based finance.’

Invoice discounting, debt factoring and stock financing are types of asset-based finance commonly used by businesses that don’t have capital assets to leverage. 

Factoring involves selling your invoices to a third party and in return they recover the debts and allow you to draw loans in advance against the money owed to you. Typically, you’ll be advanced around 85 per cent of the value of invoices within 24 hours of them being raised. You pay a charge for the period the invoices remain outstanding, in addition to a fixed fee for the service. ‘This can sometimes be cheaper than, say, using an overdraft and employing an in-house credit controller to chase invoice debt,’ says George Eleftheriou, northern region director at Barclays Business Banking. 

Jeff Macklin at FDUK advises, ‘The system works best if you’ve cleaned out your debtors list to make it saleable. Remove everything that you’re never going to collect and you can write off, so you don’t get charged on that, and if there’s debt on there that is easy to collect, you’re better off doing that yourself.’

With invoice discounting, your business retains control over the administration of your sales ledger, so unlike factoring you collect the money from your customers and they need never know you’re using outside financing arrangements. ‘We were one of the first companies to start using factoring in the early 90s,’ says Italia, ‘but soon realised it would be better if we could collect the money ourselves, as some of the restaurants we supply are small and have varying opening hours.’ Cobra Beer has now engaged Enterprise Finance Europe to provide a multimillion-pound invoice discounting facility. 

One disadvantage of invoice financing is that some seasonal businesses experience a drop in orders at certain times of the year, so the debtor book is smaller and borrowing against it is not ideal. That’s where stock financing can help, enabling firms to borrow against their reserves – say, 50 per cent of the stock’s anticipated for-sale value. The danger, however, is that there’s no guarantee you will be able to offload those goods at a decent price to cover the funds advanced to you. 

16. Leverage finance against your wage bill
As well as receiving advances against your sales ledger, you can also free up cash by deferring your employee wage commitments. One of the few companies offering this service to growing businesses of any size and sector is Wageroller, launched two years ago by Paul Breen after two years’ spent developing the idea. 

As the jovial former engineer explains, ‘We pay your company’s wage and PAYE commitments, giving you 56 days of rolling credit before repayment. Once you’re registered with us, you can use the service anytime, managing it yourself with our automated online account. And we don’t require personal guarantees or other asset-based security.’

Peterborough United started using Wageroller last year and, according to the club’s owner, Barry Fry, it’s ‘been a godsend’. Peter Burke, director of Cardiff-based parcel logistics company PAB (UK), says, ‘It’s good to know it’s there when we need it, to help iron out seasonal variance in our cash flow.’

17. Negotiate terms with your suppliers
Try to secure the best possible payment terms with your suppliers. If you’re a fast-growing business, explain your circumstances and see if you can arrange credit of 45 days or even 60 days. If you don’t ask the question, you’ll never know what’s possible and will be stuck with 30 days by default. ‘You’ll be surprised how flexible your creditors can be if you communicate openly with them,’ says Cobra Beer’s Italia.
18. Use letters of credit for bank finance
A letter of credit allows a supplier to be paid straight away and the bank agrees to debit the business account at a fixed or determinable future date. Provided businesses don’t exceed their agreed limit on letters of credit and can provide guarantees, it can be a great help when managing cash flow.

19. Avoid overusing petty cash or corporate credit cards
the trouble with corporate credit cards is that unless people are incentivized to correctly allocate the costs to the client concerned, or inwardly to the business, you’ll struggle to have a true record of expenditure. If there’s a delay before allocations are made to clients, who are to be invoiced for those expenses, your business bears the cost in the meantime.

According to FDUK’s Macklin, a viable alternative is to ‘get staff to use their own credit cards for expenditure that you’re planning to charge to clients’. He explains, ‘It forces good discipline by encouraging employees to submit regular expenses claims, which are then billed to the customer. When your business gets the money it’s then paid to your employee. It might not be popular with your staff, but it’s a good system for maximising cash flow.’

For the same reason, it’s never a good idea to give out cash advances for travel expenses and so on. ‘If you have several employees out entertaining clients or going to meetings at any one time, it means a substantial slug of cash has gone out the door with them.’

Macklin also warns against operating your business through petty cash: ‘It’s an outdated idea and can easily become a slush fund that’s seldom accounted for and easily dwindles. Only have a small amount of money for absolute emergencies.’

20. Barter or contra your goods and services
For many businesses, product inventory increases while cash flow decreases, but bartering gives you the opportunity to turn your spare capacity or inventory into value by giving your business purchasing power when you need it. There are several national and international bartering networks for businesses, including ITEX, Euro Barter Business, Bartercard and BarterItOnline, most of which offer you an account where you accumulate and spend trading points. 

21. Use electronic invoicing and payment methods
getting your customers to pay by credit card upfront is a good way to ease cash flow. Moonpig, which operates an online portal allowing customers to design and send greetings cards, receives all payments upfront on card. ‘That’s the beauty of the online model,’ says 
chief executive
 Nick Jenkins. 

Card payments tend to work best for one-off payments rather than ongoing contracts, however, so direct debit is one of the easiest ways to regulate cash flow on a continuous basis. ‘If your customers use it, you have certainty that the money will be in your account on the date due, as opposed to waiting for a cheque to clear,’ points out Barclay’s Eleftheriou, ‘and you don’t have to chase for payment so it takes the debt collection burden away.’

Macklin says: ‘Tell your customers and clients you no longer accept cheques and they 
have to pay by card, standing order, BACS or whatever. It’s so much easier to manage cash flow, both for them and for you. I used to run companies in Scandanavia and it’s 
been standard practice over there for ten years! The UK really needs to put down the chequebook and embrace the electronic age.’

