FINANCIAL TECHNIQUES FOR NON-FINANCIAL CATALOGUE MANAGERS: 

Part Thirteen: “Money’s too tight to mention” - Ten Top Tips for better Cash Flow Management

Last time we discussed how good planning and a well-run operation can pay dividends for cash flow management.  In this, the concluding part of “Money’s too tight to mention” we will be considering the role that your suppliers play in your business and how to handle sales downturns  that result in a cash shortage.

Suppliers or Partners?

7.  The Early Bird

It pays to negotiate all terms prior to placing orders.   Initially you may think that the supplier offering the longest credit terms is the most attractive.   However, early settlement discounts and lower prices may easily outweigh credit deals.   Once again the lack of adequate funding can lead you down a route of ultimately lower profitability (and lower cash).

Any discount for early settlement has to be evaluated on the basis of the opportunity cost of the sum involved.   For example, let’s assume a supplier offers 5% discount for payment within 21 days, rather than payment in 60 days.    On a £10,000 merchandise invoice this saves £500.   If the cost of borrowing money is 10% p.a. this saving is reduced by 39 days of interest - just over £100.   In this example it is worth paying early.

Developing this example further, if the goods are sold at £20,000 (excluding VAT) the late payer will achieve  a margin of 50% but the early payer will make an extra £400 and a  margin of 52%.  Wouldn’t you like to add two points to your margin?

8.  The Magic Word - Prepayment

Make sure you know which suppliers require prepayment as this can really affect your plans.   If you are a new company many suppliers will demand payment up front.   This is particularly the case where the supplier is making a relatively small commission and buying goods on the behalf of the client, for example, media buyers and list brokers. 

On a 10,000 name order at £100/000 base rental, £20/000 selections and £60 for tape and delivery the broker will be risking  (if he does not get prepayment) £1,260 less £200 commission, a total of £1,060.   If the client is unable to pay, the liability is over 5 times the potential commission.

The survival rate of new mail order companies is not good and for many brokers this risk is unacceptable.   New companies are unlikely to give credit insurers enough comfort to avoid prepayment.

Remember also that even on credit,  list costs are invoiced when data is despatched.   If your mailing is delayed you will exacerbate your cash flow because your list rental costs will become due before you receive income from the mailing.

What if it all goes wrong?
9.  Beware September
For many catalogue companies the 1st September heralds the start of the major selling season. Costs are also greater with more catalogues, more pages, more stock, more lists and more fulfilment expense than in Spring-Summer.   The combination of high sales plans and high costs makes this a risky period.   You may even want to do a weekly cash flow forecast for September and October, to be sure you can manage the large inflows and outflows.

Inadequate planning combined with a sales shortfall  can cripple a business in September.   Make sure this does not happen to you.

10.  Slipping Sales
If sales start to slip below forecast, be quick to re-forecast.   Are you still all right or do you have a problem?   If the latter, start talking to suppliers now.   Your relationship should be such that you can say honestly what the problem is and what you need.   Do not ignore them.   If you do not answer the phone, suppliers only fear the worst and the rumour mill whirrs into action.   Bad news travels fast.

Suppliers prefer the certainty of a late payment to not knowing if they will be paid on time or at all.   If you run into difficulty you must buy time by agreeing a schedule of payments while you either trade your way out of trouble or secure additional finance.

Make sure you stick to the schedule.   If you are going to miss a payment, call and let the supplier know.   Being honest will stand you in good stead for any future dealings with that supplier.   You have to be in this business for the long term to make money and supplier relationships are crucial to this.   Hopping from supplier to supplier leaving a trail of disputed invoices and bad debts is a very short term strategy.

Ultimately, treat your suppliers in the same way you would like your customers to treat you.

If there are suppliers reading this then you should be proactive with late payers, proposing schedules that clear the debt.   You should be ready to accommodate late payment when the customer has taken time to explain the situation and how they  intend to put things right.   Of course, you will need to make your own risk assessment, judging whether non-payment is temporary or permanent.

That concludes this initial look at cash flow management.  As we have seen, adequate funding is essential to grow a mail order business to profitability.  It also enhances profitability by ensuring that you get the best terms of business, that you can mail at the right time and that you win the support of your suppliers. Remember that in mail order every percentage point is vital and can make the difference between success and failure.   
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