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The cash flow forecast
is a key tool in the
management of most
businesses and is
generally included

in a business plan.

Working out the direct cost of delivering a recycling service is not always
straightforward. For a kerbside collection scheme, it should be reasonably
easy to come up with an estimated cost per household, but a local authority
client may not want to pay on a per household basis, preferring instead a
tonnage based arrangement. A wood recycling business might charge per
van load collected, but find that different loads take widely differing times
to collect, depending on traffic or the type of material collected. Whatever
the difficulties, it is still important come up with the most accurate figure
possible, without which calculating a realistic break-even point can be next
to impossible.

Cash flow

Over one in three small businesses fail within their first three years of
trading??, and cash flow problems are among the most common causes

of failure2o. Cash flow crises are essentially the result of expenses being
incurred before income is received, and they can be fatal if the shortfall
cannot be made up through spending cash reserves, using an overdraft or
holding off making payments to suppliers. For this reason, the cash flow
forecast is a key tool in the management of most businesses and is generally
included in a business plan. The example overleaf shows the first three
months projected trading for a recycling business. This business is providing
a collection service and receives income from sales (a collection contract),
start-up funding and recycling credits. It has been assumed that sales
income will be received a month in arrears, so none is shown for Month 1.
Payments are shown for all direct costs and overheads as well as for the
capital purchase in Month 1 of a vehicle for £35,000 and loan repayments
against the £10,000 Month 1 opening balance. The opening and closing
balance totals for each month clearly show the projected cash balance at the
beginning and end of each month (numbers shown in brackets are negative).
A cash flow forecast would normally be produced to cover at least twelve
months and should be an indispensable tool in predicting cash flow problems
long before they happen. The example given is essentially only a budget over
time, of the kind that would normally be included in a business plan. To turn
it into a real management tool, a blank column would be added after each
month for the actual figure in each category. The budget and actual can then
be compared, allowing managers to monitor progress against the plan.
Action can then be taken to prevent problems in the future.

As far as managing cash flow on a day-to-day basis is concerned, a key aim
should be to ensure that customers pay invoices on time. Local authorities
have large and complex management structures that can sometimes result
in their being slow to pay invoices. Chasing up late payment can be difficult,
as enterprises may generally deal with officers who are in a different
department from the council’s finance team. Similar problems can result
when dealing with large funders, who may take longer to process claims
than anticipated. In both cases, submitting claims and invoices as early as
possible, and remaining in close contact with finance officers is advisable.



Tools and resources — The cash flow forecast

Receipts

Sales

Funding
Recycling credits

Total Receipts

Payments
Management salaries
Collectors wages
Rent & rates
Utilities

Staff training
Vehicle costs

Travel & subsistence
Insurance
Professional fees
Bank charges

Loan repayments
Capital purchases
Sundry payments
Total payments

+/- for month

Opening balance

Closing balance

Month 1

45,000
2,000
47,000

2,000
1,500
1,000
150
200
650
200
150
300

25

300
35,000
150
41,625
5,375

10,000

15,375

Month 2

3,500

0
2,750
6,250

2,000
3,500
1,000

150

550
100
150

25
300

150
7,925
(1,675)

15,375

13,700

Month 3

4,000

0
3,375
7,375

2,000
3,500
1,000
150
200
550
100
150

25
300
0

150
8,125
(750)

13,700

12,950

Tools and resources — Cash flow management

- The Inland Revenue and Customs and Excise are known as preferential
creditors and although it can be tempting to withhold payment to them, this
is generally a bad idea. Not only are they effective debt collectors, they are also
the most likely creditor to close a struggling enterprise down if it can’t pay.

Income

the sum of all receipts
for the month

expenditure

legal and
accountancy fees

the sum of all payments
for the month

total receipts minus
totals payments

the closing balance of
the previous month

the opening balance plus
the +/-For Month figure

- In a labour intensive industry such as recycling, the wage bill is likely to
represent a significant proportion of monthly payments. Making sure there
is enough money in the bank to ensure the wage bill can be met is an
essential function of cash flow management.



- One of the commonest reasons for funders paying later than predicted is
the late submission of reports and claims by grant recipients. It really is
important to prioritise this work.

- It is advisable to be conservative when making assumptions about when
customers or funders are likely to pay.

Financial management systems

As well as showing an appreciation of the key financial issues and an ability
to summarise them in a cash flow forecast, a major section of the business
plan should be devoted to explaining how the business will stay in control
of its finances once it commences trading. It is generally unnecessary for most
social enterprises to use a complex financial management system; a few basic
elements should cover the key functions of record keeping and providing
useful management information. Often, all of these functions can be catered
for in a simple PC-based accounts programme. A spreadsheet programme,

or even a paper cash book, can be used for book-keeping. Cash flow forecasting
can be done on paper, but will be quicker if a spreadsheet programme is used.
The combination of a basic bookkeeping system and a monthly report of actual
income and expenditure against a cash flow forecast will be adequate for most
small businesses. Basic accounts packages will be able to speed up book-
keeping, make managing debtors and creditors simple, and produce reports
automatically, including profit and loss accounts and balance sheets at any point
during the year. The intention to use an accounts package would be likely to
inspire confidence in funders and the bank manager.

Simple spending control systems are also often a good idea. An internal
purchase order system, under which all spending above a set limit (say £20)
must be authorised by the person responsible for the finances, can be set
up easily. Most social enterprises require more than one signatory on all
cheques above a certain amount. These types of measures will also help
to inspire confidence in new-start organisations, as well as having clear
benefits to management.

The market, marketing and promotion

Before setting out on a new business venture, it is essential to understand
the market you will be operating in. This guide has attempted to identify the
key aspects of the waste and recycling services market common to the whole
of the UK, but obviously cannot address local variation. The most important
issues can only be uncovered by a market research exercise relating to a
specific location and business idea.

Tools and resources — Marketing and promotion tips

- Promoting your organisation will be an on-going activity, responsibility
for which should be designated to a specific person. They should be able
to speak and write clearly and convincingly about your enterprise and
generate a wide range of ideas to sustain public and media interest.

- The different target audiences for your promotional work should be
identified clearly. Your key messages should be directed specifically to
them and delivered accurately, concisely and positively.



- Identify whom you wish to influence (the press, public, local authority
officers or councillors, businesses etc.) and then discuss the merits of
different approaches.

- Building a good relationship with the local media can be invaluable. It is
worth getting to know reporters and presenters personally, so that you
can keep them informed and are assured of interest when it really matters.
It may also be useful to get the support of local media personalities.

- Find out which local councillors are interested in recycling and social
enterprise and canvass their support. But be aware that on a day-to-day
basis, you will be dealing with council officers and should avoid making
them feel that you are going ‘over their heads.’

- In general, be aware that your promotional activities will have to be
interesting and eye catching to stand out among all the other messages
targeted at your audience. Consider publicity stunts, such as recycled
fashion shows, street theatre and other photo opportunities.

Market research

The total market size must be established, and from that the proportion of
the market that the business will need to serve in order to break even. The
guestion ‘is this business idea viable’ can then begin to be answered. The key
market issues which need to be uncovered in most recycling or composting
business will be the level of interest from local authorities in the area, the level
of participation required from the public to make the business viable and the
outlets for material collected or processed. A marketing strategy based on this
information can then be developed and included in the business plan.

For enterprises collecting household waste, it is essential to understand the
local population. The local authority statistics office should be able to provide
up to date population, housing type and number of inhabited households
data. It is worth checking what data source has been used, as 1991 census
data is still cited by some authorities and may be misleading. The 2001
census data is not due to be published until late in 2002. The website
www.statistics.gov.uk includes a large amount of local data, most of which
can be downloaded by local authority and ward area. Most local authority
web sites include pages of local data, generally in the local information or
inward investment sections. Data on waste arisings should be available from
the waste management team in most waste collection authorities and all
waste disposal authorities.

The other key factor to consider is waste composition. The pie chart in the
introduction to this guide is based on a combination of urban and rural
household waste from the north-west of England. Significant regional and
seasonal variations exist in the composition of most waste streams and a
waste composition analysis should ideally be undertaken before and during
the implementation of any major recycling scheme.

These entail the hand sorting of a controlled sample of waste into as many
as 100 categories. The fractions are then measured by weight and/or volume,
to construct a picture of the typical composition of the waste stream.

A comprehensive study will select samples in such a way as to take account



of local and seasonal variation. Specialist contractors, including several social
enterprises (contact CRN for details) carry out these studies across the UK.

Marketing and promotion

Public participation is Public profile can be crucial to success. A high profile in the community can

also essential for any often help to increase the chances of developing a partnership with a local
authority. Public participation is also essential for any collection or retail based
business. For many, success can only be said to have been achieved when a

based business. change in awareness of waste issues can be observed in the community.

collection or retail

Tools and resources — Communication tips

- If you can afford it, a simple leaflet explaining the enterprise, its aims,
activities and sponsors, will help with publicity and fundraising.

- Adopt a consistent style (logo, font and format) for as much of your
communication material as possible.

- Regular newsletters can be a valuable and cost-effective means of keeping
key stakeholders informed, providing an opportunity to inform them of
your progress, convey supportive messages from partners and illustrate
success stories.

- All or part of the cost of producing a newsletter could be met through
sponsorship or advertising by supportive local businesses.

- Maintain a compilation of your publicity information and press cuttings.
This could form the basis of a display that could be shown at local events,
schools or open days.

- Encourage partners and funders to visit your organisation to learn in detail
what you do, and use the occasion if you can to attract media interest.

- Working with local schools can also be a very effective way of publicising
your activities, for example through assemblies or articles in their newsletters.

Tools and resources — Press releases

- Choose a lively headline that encapsulates your message. Elaborate the
details in the body of the text but keep it concise.

- The less work it will take a journalist to convert your press release into
a story, the more likely it is to be used.

- Always give name(s) and telephone numbers for further information.
Make sure you are available when you have said you are available.

- Offer to stage a photo-opportunity — if this includes a member of the
council, you will please the media and the local authority.

- Remember the golden rule for press releases, answer the questions: who
did what, when and why, where did it happen and how, as soon as you can
in the press release to help gain the attention of a busy journalist. Put the
most important information in the first paragraph, and then expand.

- You can add a Notes to Editors section at the end of the press release,
which gives further information about the scheme, your organisation
and past or future projects.



