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Most businesses extend credit to their customers
and extending credit requires finance. Unless a
business has the cashflow to support the
difference in timing between the cash it

collects and the cash it has to pay out, it can

be in trouble. Managing cashflow effectively
means staying on top of finance and ensuring
funds are available when they are needed.

If you can’t answer yes to all the
questions opposite, you might
need to consider these alternatives
in financing your business

* Do you have sufficient cash reserves to meet
commitments and pay suppliers on time?

 Are you getting longer payment terms from
your suppliers than you're giving to your
customers?

* Do you have finance facilities in place that will
grow with your business (Factoring and Invoice
Discounting are designed to do just this)

e |s the product or service you supply so vital
that you can dictate payment terms?

e |s the level of your bank overdraft or
short-term finance sufficient?

* Do you monitor the creditworthiness of your
customers?

* Do you have access to adequate credit
management systems and skills?

The Managing Cashflow guide series. is. produceds:by-theslnstitite s
of Credit Management (ICM) in association with The Department

for Business, Innovation and Skills (BIS).
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4. Suppller Finance — sometimes called ‘Reverse Factorlng is

5. Project Bank Accounts — e

6. Asset Based Lending-where /=
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Six Top Tips

1. Don’t wait until things become critical. You need time to put
arrangements in place and it's easier when you're not under too
much pressure.

2. Factoring — the factor agrees to pay an agreed percentage of

approved debts as soon as they receive a copy of the invoice;
80-85% is common. The balance, less charges, is paid when the
customer pays and the factor will undertake all credit management
and collections activity following an agreed creditpolicy. The advance
is likely to be ‘with recourse’ (meaning that the factor will be able to
reclaim its money from you if your customer does not pay) so the
option of bad debt protection should be strongly considered.

3. Invoice Discounting — immediate cash for up to 80-85% of the

approved invoice value is available. However, responsibility for the
sales ledger operation and credit management activity remains
with the organisation and the service is normally undisclosed to

its customers. Payments received are paid into a bank account
administered by the invoice discounter, after which the company is
credited with the balance, less charges. Again, this advance is likely
to be ‘with recourse’ (meaning that the discounter will be able to
reclaim its money from you if the customer does not pay) so the
option of bad debt protection should be strongly considered. -
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6. Factoring and financing options
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http://www.creditmanagement.org.uk/bisguides.htm

Contacts and suppliers

NEW! Credit Services Providers — Your details could appear
here — Email cashflowguides@icm.org.uk for further details

- e
o

The Guides in this series:

1. Knowing your customer 6. Factoring and financing options

2. Payment terms 7. Chasing payment
3. Invoicing 8. When cash runs short

4. Treating suppliers fairly 9. When all else fails
5. Credit insurance 10. When your customer goes b
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Department for Business
Innovation & Skills

For further informa ion and advice on starting up, running and growing a business,
call Business Link on 01845 600 9006 or visit www.businesslink.gov.uk

I M SME Collection Toolkit
Delivering cash for business b m m
: ’j ICM - Delivering cash for business
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