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Guide: Cash flow and cost control

Cash flow

More than ever, cash flow is a vital part of staying afloat, whether your business is in recovery or growth
mode. Revenue, profit and your bottom line will all resume their importance when we’re back to “normal”
(however that’s going to look).

But keeping everything running is the priority for now. Regular cash flow forecasts will help you keep that in
focus.

Cost control

If you can’t reach your targets for income, reining in your costs may give you a little extra headroom to
manage cash flow while you plan your next move.

Cost control can be a challenge when it's hard to pinpoint hidden costs or where established ways of doing
things cost more money than they should. You may also have been coping with unexpected expenses, as
you’ve adapted your business for unplanned circumstances.

It's more than just keeping an eye on outgoings (though that’s important). It's about looking at each aspect of
your business and business systems (or the gaps where there should be business systems) to see if poor
practice is driving costs up unnecessarily.

It can be useful to break it down. You can look at cost centres, such as office supplies or freight. Or you can
look at what those costs do for your business. It can help to analyse costs in terms of cost of sale and
overheads.

Cost of sale

Cost of sale (also known as Cost of Goods Sold or CoGS) is how much it costs you to make a sale.

In a business that sells products, CoGS is based on the price paid for the product, plus any costs necessary
to put the merchandise into inventory and make it ready for sale, including shipping and handling. You can
even break it down to calculate the cost of sale of individual units.

A business that provides services calculates the cost of sales by looking at the amount of money that goes
into providing a service. It's important to have a system to track time that the team spends directly involved in
delivering the service.

Overheads

Overheads are general business expenses. They can’t be tracked directly to sales. Overheads are what it
costs you to open your doors (whether online or actual) every morning.

Have a plan

Now might be the time to trim every expense that’s not related to your core product or service. Are you able
to work with your providers to ask for discounts or more favourable payment terms on either cost of sale or
overhead expenses?

Analyse your costs and involve your team, including frontline sales staff. It might be a false economy to cut
back on advertising, as customers are online looking for bargains and price-checking alternatives. Targeted
campaigns might work better. Can you pinpoint the products most likely to bring the fastest or best return
and hold back on products that are a slower sell? If you have old or slow-moving stock, can you discount it
and convert old stock to cash? If you can attract customers now, you may be able to spotlight your other
products.

Every dollar you can pull back from your costs can go straight into cash flow. Talk to us if you'd like to review
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your costs and your systems to keep costs under control. Whether your sales are boom or bust, you want to
make sure that your costs aren’t holding you back.

Disclaimer

Stephen Larsen and Co has provided this guide on the understanding that:

1. The document is a guide only and should not form the sole basis for any decision without first
obtaining proper professional advice.

2. We will not be responsible for and expressly disclaim liability, whether under contract or
negligence:

(a) for the results of any use made by users of the guide
(b) for any errors or omissions in this guide

(c) for any direct or consequential loss or damage to arising from the use of this guide,
whether to a direct purchaser of this guide or to any other person who may borrow or use
them

(d) if any part of the guide, whether used in its original form or altered in some way by the
user, proves invalid or does not attain the result desired by the user

(e) for any negligence in the publication or preparation of this guide.

3. This disclaimer extends to the user and to any client of the user who suffers loss as a result of
the use of this guide.

4. The user acknowledges that it has not told us any particular purpose for which this guide is
required and that it has not relied on our skill or judgment to provide a paper suitable for any such
purpose.

Intellectual Property Notice
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1. Holds the exclusive authority to use all copyright, trademarks and other intellectual property
rights comprised in this paper.

2. Does not allow these rights nor any part of this paper to be used, sold, transferred, licensed,
copied or reproduced in whole or in part in any manner or form whatsoever without its prior written
consent.
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