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If you are going to sell financial services, you have to talk with the leader of the company, i.e. the Chief Executive Officer (CEO). If you are fortunate enough to sell Factoring Financial Services, then you have the advantage, especially when the company has good margins. You can trade on the motivations of the CEO to explain the value of your Factoring Financial Services in terms of profits, earnings, working capital, accounts receivable, growth, market share, stock price and cash flow.

It is important to understand how the CEO thinks and why the CEO motivates the decision-making for the company. It is important to know the reasons why the CEO either looks good or bad in the opinion of the stockholders. Use that awareness to your advantage.

First of all, a CEO attracts a great management team and together they seek to enhance revenue, earnings, stock price, cash flow, and market share. These are the numbers that stockholders use to measure the financial worth of the company. If these numbers grow steadily, the stockholders and the CEO are happy; if not, the stockholders look to the CEO to fix the problem quickly. Under most circumstances Factoring will turn around companies that are in trouble and improve earnings in a company even though they have great financial growth.

Financial Professionals attempting to deliver their Accounts Receivable Financing Services to businesses often encounter resistance in their attempts to contact and make a presentation to client prospects. What if you could say to your prospect, “I would like to share with you how earnings can be enhanced dramatically by using financial services and revealing exactly how the earnings enhancement technique works.” Do you think you could talk to more prospects and have them listen to what you have to say?

It begins by understanding the value of the factoring equation when applied to the business earnings model. Reduced Accounts Receivable, lower Working Capital Requirements, and enhanced Cash Flow almost always impact earnings for the business in a positive way. The challenge is to calculate how much of an impact on earnings that will be. This is where the financial professional needs help. Fortunately, there is an easy way to use Business Profitability Analyzer available on the Internet (www.3wi.com) to do the computations for you. All you need to do is to input a few pieces of data and out pops several pages of information, which will determine whether or not the factoring equation will work for this business. New users learn to be productive much faster.

Before you get too wrapped up in how easy a business can be analyzed for earnings enrichment, you should understand why decisions are made in the first place for or against financing. If financing doesn’t increase earnings for any period of time, then it becomes difficult for the business to accept any factoring proposals. However, if financing does increase earnings, then the business becomes motivated to seek other means to boost earnings even more.

How does a business improve earnings? Raising revenue (selling more units or raising prices leads to increased market share, better public relations to promote image and products also helps) and lowering costs (improving plant and equipment efficiencies, reducing inventory, productivity enhancements, personnel reductions, shrink accounts receivable, lower working capital requirements, enhance cash flow, etc.) work in tandem to increase margins. Higher margins mean higher earnings. In many cases a business can’t afford to do what it takes to get to the next level of earnings unless there is an influx of cash.

Most businesses tend to first go to a bank for financial support for the long term and hope they can help out when short-term financial support is needed. Alternatively, the Financial Professional can offer short-term solutions at a profit instead of the low interest loan from a bank. Imagine the impact principal and interest payments have on the working capital requirement for the business. The working capital requirement increases and that means that earnings go down. It makes you wonder if the up front money was worth it in the first place. That is why financing is always a tough choice for a business. Debt is never a good short-term solution when there is a better way.

Selling accounts receivable at a discount is always a good choice when it can be shown conclusively that profitability increases. Profitability increases by reducing investment (lower working capital) and by increasing cash flow (reducing accounts receivable). The question to be answered is “Does the increased profitability more than offset the loss of revenue?” If the answer is yes, then the earnings go up and the business is likely to approve the Accounts Receivable Financing. To answer that question convincingly you must do a Profitability Analysis for the business.

Before a Profitability Analysis can be completed for the business, the Financial Professional must look at the income and financial growth profile. In particular you must look at the accounts receivable from a few of the best customers and quickest payers. There are several reasons for looking at only the best customers: 1) those customers are the most likely to be funded and 2) the quickest payers would yield the least enhanced profitability. Clearly, older accounts receivable will yield higher earnings but are not as likely to be funded. The plan is to choose a few great customers and see if the business can yield higher earnings for 3 to 6 months or more by using Accounts Receivable Financing.

To do a complete Profitability Analysis for the business using the www.3wi.com web site, you must input the following information:

· Revenue associated with Invoices to be sold at a discount.

· Variable costs associated with Invoices to be sold at a discount.

· Fixed costs normalized by the revenue for the entire business.

· Time to receive payments from customers associated with Invoices to be sold at a discount.

· Average invoice size associated with Invoices to be sold at a discount.

· Anticipated growth projections for the business with and without financing.

Results vary, but assuming a zero growth rate for a business selling Invoices at a 4.5% discount and have a Cost of Goods Sold of 60% of revenue, yields a 70% reduction in Account Receivable and a 56% decrease in Working Capital Requirement. Lessening the working capital is real cash in the pocket (less investment in the business) and doesn’t have to be repaid like debt. The question is, “Is it enough cash to offset the reduction in revenue?” In this case the Net Profitability Gain increases by 78%, 57%, and 14% for 3 months, 6 months, and forever, respectively. So, therefore, it makes good sense to go forward with Accounts Receivable Financing. It makes more good sense when there is growth in the business. There is much more to the “Profitability Model” that can be explained here and interested parties should access the www.3wi.com web site to learn more.

When the Financial Professional knows exactly what it takes to motivate the CEO to accept Accounts Receivable Financing and having the tools to do the tedious computations should increase their productivity considerably. CEOs tend to approve of projects that create higher earnings.

Mr. Winegardner was instrumental in creating and formulating this “Profitability Model.” He organized and led the project team that developed the Business Profitability Analyzer. His company, 3W Internet Corporation, has been hosting the Business Profitability Analyzer site (www.3wi.com) for over 5 years. Please visit the site at your convenience.

