CASH TIGHT? WHY IT’S GOING TO GET TIGHTER

For many SMEs this is not a good news story. The increased Christmas activity,
followed by the January break and February, where cash flow tightens for many
businesses, means that cash flow is scarce.

February is the worst cash flow month of the year for business. Cash tightens
quickly due to increased outlays immediately before Christmas. This is followed
by the January holidays and in February, the pre Christmas bills start to hit
consumers and the flow through effect happens quickly. Then at the end of
February with cash flow tight we have the big outflow on BAS payments.

The results are predictable — at the worst end we see an increase in the number
of taxpayers late or unable to meet the BAS payment deadline. In some cases
this is reflected through late lodgement of the BAS, in others it is late payment.
Even businesses with good management and cash control in place will see a
slow down in debtor collections, and there is likely to be an increasing use of
overdraft and other loan facilities.

This cycle is absolutely predictable and the better managed businesses know it’s
coming and manage it closely. This means not relaxing on debtor collections
and having your cash flow forecasts in place so that you know how your cash

cycle will move over the first quarter of the year.

Too many businesses start chasing their debtors too late, hoping to pull through
the necessary cash to meet their tax payments. Often this is too late.

The February cash flow crunch will typically take 45-60 days to wash through the
system. So, if you haven’t managed this, don’'t be surprised if you are under
cash flow pressure until late April.

Managing cash flow pressures is more than simply keeping on top of your
debtors. Stock control is important for many businesses. Your profitability may
look ok but if your cash is tied up in stock it is hard to use this to make tax and
other creditor payments.

If you are under cash flow pressure now, it is probably too late to fix the causes.
The best course of action is to look at your cash flow position and make sure
you have a detailed and realistic cash flow forecast in place for the next three to
six months. Once you have a picture of what the coming months are going to



look like then you can decide whether you need some short term funding to
assist in managing the next couple of months.

Then start work on your debtors, stock management, capital expenditure and
overheads. Some focus on these should start to produce results over 30-45
days.

If you need assistance with any of the issues raised in this article, talk to

us today.

The above is an extract from the publication “Your Knowledge” a newsletter service we have

subscribed to as an additional resource.

This newsletter does not give business, accounting, taxation or financial planning advice. It is
intended to provide information in a summary form and is general in nature. The contents do not
constitute business, accounting, taxation or financial planning advice and should not be relied upon
as such. Formal business, accounting, taxation or financial planning advice should be sought in
particular matters. O’Connells OBM Pty Ltd accepts no liability in respect of this information and any
person acting solely on the information contained within does so entirely at their own risk.



