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Panning For Your Business
Gold Mine...
Asset Management!

by Terry Soifer
Consulting CFO, Inc,

Basically. there are two Lypes of assets:
current assels and hixed assets, Current assels or
"liquid assets” include such things as cash, ac-
counts receivable, inventory, prepaid expenses,
etc. They are called current assels because of
their ability to be ligquidated into cash within a
relatively short period of time -- usually less than
one year. Conversely, fixed assets are those
assets which usually cannot be liquidated into
cash in a short perind of time. Fixed assets
include such things as land, buildings, equip-
ment, furniture and fixtures, ete.

Just as we found when we analyzed the
income statement, the successful search for the
gold mine in our assels requires us o look
"underneath” the numbers. To see how this
works, 1 would like o share with you how to find
the gold mine in one type of current assets:
accounts receivable,

Accounts Receivable

Accounts receivable occur whenever you
sell your product or service on terms (e.g. net 30
days). The key in managing your accounts
receivable comes from your ability to balance
your need for liquidity against profitability. Le-
nient credit terms could jeopardize a firm's abil-
ity to pay its own bills because its customers
cannot pay them. However, lenient credit also
makes it easier to sell your product and services
o more customers and, hopefully, increase your

profits.

From a financial perspective, two com-
monly used measures of accounts receivable are:
Days Sales Outstanding (DSO) and an aging
schedule. DSO looks at the relationship of your
accounts receivable balance to your average daily
sales. A company with an accounts receivable
balance of $100,000 and an average daily sales
balance of $5.000 has a DSO of 20 days. Aging
looks at how much of your accounts receivable
balance is within invoce erms and how much
exceeds those erms by 30, 60, 90 days, eic. By
aging the same $100.000 accounts receivable
balance, you might find that 80% of this balance
is current, 5% is 30 days past due and 15% is 90
plus days past due.

Basically, there are two types of assels:
current assets and fixed assets.
Current assets can be converted into
cash within a relatively short period of
time. Fixed assets cannot.

Now that you undersiand the basics, let's
look at an example. Assume the following for
company XYZ:



Sales for the year average $128,000 per maonth,
Sales for the last three months average $100.000.

Accounts receivable balance:

12/31/89 $170.000
12731/80 £225.000
Days sales outstanding (D50O):
12/31/89 40
0a731/90 43
Def3vag 48
09 30/90 b0
12/31/90 53

Aging of accounts receivable:

Current (1-30days) 30%
30 days past due 25%
31-60 days past dua  10%
61-80 days pas! due £%
over 90 days past dug 30%
TOTAL 100%s

What is this information welling us?

1. They are doing a poor job of analyzing
and managing their accounts receivable. The
DSO is increasing and a large percentage of
invoices are past due (45% are 31 plus days past
due). Basically, their poor credit and collection
policy has put them in a postion of financing their
CUSIOMErs.

2. They are not properly evaluating the
credit risk of new customers nor evaluating the
credit-worthiness of existing customers.  Most
companies do an adeguate job of screcning new
customers but fail to have in place an on-going
system toreview the credit ol existing customers,
The first ime mostcompanies check the creditof
an existing customer is when there is troubie. By
this time, it may be o late and the result may be
more bad debl. To avoid this. every company
nceds o put a system in place which ensures that
each customer’s credit (at least each major cus-
tomer) is reviewed at least once a year. Use
whatever sources are available to do this review:
Dun and Bradstreet reports, trade associations,
chambers of commerce, salesmen. linancial state-
ments, elc.

1. They have not clearly detined an effec-
tive collection program. Whao is responsible for

collecting past due invoices? What procedures
are being used? What criteria is used to approve
credit and assign credit limis?

4. Something that cannot be derived from
the data, but should be examined, is an analysis
ol the accounts. In this case, for example, there
are a total of 80 customers. OF this total, 32 or
0% had balances 60 plus days past due and were
no longer active accounts. Therelore, accounts
receivable increased at a ume when both sales
and the customer base are decreasing; this is a
sitwation which is going w go from bad 1w worse
very quickly.

Basically, their poor credit and
collection policy has put them in a
position of financing their customers.

5. They do not have an effective feedback
program. I all they care about is collecting
maoney, they will miss a golden opportunity 1o
learn about their business from their customer's
perspective. A good collection program should
identify il the reason For slowness in payment is
due 1o poor customer service andfor product
performance.  Are customers slow in paying
because salesmen are 2iving 60 days rather than
standard 30 days werms?  Are invoices being
mailed o wrong addresses? 1s the accounting
department faling 1o issue credil memos in a
timely fashion for returned merchandise and, as
a result, customers are delaying payment?

Use the information you receive W notonly
measure veur liguidity but also o guage the
effectiveness o your business, Look underneath
the numbers: analvee them; and, adjust your
business accordingly.
e

This is the third of u four-article series. For
aclditional articles, or for additional reprints of
this article, contact Terry Seifer, President,
Consuliing CFO. Inc. (407) 628-5534.
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