Improving Cash Flow 

Specification:

· How to establish more favourable credit terms with customers and suppliers 
· De-stocking 
· Timing of payments 
· The difference between increasing cash inflows and reducing cash outflows 
· Aspects that are/aren’t in the managers control 
· Evaluation of SR and LR consequences on cash flow and other areas 
· Apply to different sizes/types of firms 
Cash flow:

· Cash flow is the movement of money into and out of a business 
· Cash inflows are monies flowing into the business. This includes from sales when customers buy products, interest paid on savings from the bank, and any premises the business does not use itself and so rents out. 

· Cash outflows are monies flowing out of the business. This includes: payments of wages to employees, payments to suppliers for raw materials, payments for admin items such as stationary, taxes paid to the government, payments for any new equipment or machinery, and mortgage payments. 

Financial management 

· Businesses can control their finances – to a certain extent they can change the levels of cash inflows and outflows 

· E.g. if the business knows that cash inflows are going to fall (due to a recession or seasonal business) they can plan to reduce cash outflows in order to prevent cash flow problems 

Increasing cash inflows

1. Increasing sales revenue – changing price, increasing marketing such as offers and advertising, improving products such as improvements and new ranges

2. De-stocking –Stocks of finished products can be cleared by making a one-off reduction in price and selling them all off. This would then increase cash inflows 

3. Reduce trade credit - Trade credit is given when a business supplies customers with products but receives payment for them at a later date. Cash inflow from customers can be improved by reducing the amount of time given for customers to pay (amount of trade credit). However, may loose customers to suppliers that offer longer credit periods.
4. Chasing up debts in order to receive payments sooner. 

5. Sell business debts to a factoring company – they buy the businesses debts, paying 90% of the value to ensure the business receives prompt payment. However, may incur a fee and do not get all of value of debt. Also only a short-term solution. 

6. Take out a bank loan – improves cash flow in the long-term but requires interest to be repaid 

7. Sell shares (LT)

8. Sell assets such as equipment, land or property, Can also use sale and leaseback (sell asset and lease back at a monthly cost). This creates a large inflow but means a small outflow each month. (LT)

Reducing cash outflows 

1. Reduce raw materials and stocks – including ordering fewer materials from suppliers. However, this will reduce production levels and so should only be used for a fall in sales. Could be used with a move towards JIT production. 

2. Delaying payment of bills – delay payment to suppliers, etc. However, may lead the supplies to refuse to supply further materials until payment is made. May also have to pay a larger amount due to late payment. 
3. Leasing rather than buying – pay monthly rather than a large one off payment, much smaller outflows. 
