peek under the hood

What Keeps Staffing Suppliers Up at Night

Your vendor’s greatest concern should matter to you

By Tom Kosnik

recently received a call from a small staffing firm that

has a story to tell and a lesson to offer any customer.

It is an important story about cash flow. Companies
rarely concern themselves with the financial status of
their staffing vendors, However, understanding issues
around accounts receivable from the perspective of a
staffing vendor is very important for maintaining a
healthy vendor/supplier relationship.

This relatively small
staffing firm was supplying
professional-level temporaries
(10} I!T.S CLSTOMEers On a contrac-
tual hasis. Even though the
bill rates to the buyer and the
pay rates to its contdngents
were in line with market
rates, the firm could not seem
to find the cash in its busi-
ness to grow. In fact, it was
ﬂl‘r‘r’l'l}’h' i['l el CE'IS]'.I CrLIiifh. ﬂ!f
owner invited me to meer his
staff and rake a look at the
business.

Discoveries

| discovered thar the staffing
firm's recruiters and sales
reps were productive, The
CUSTOITErS gﬂ:\-'l'_’ I‘__{Uﬂd I'EDUI'['S
about its services and the
firm buile up a fine reputa-
tion in the markerplace with
CONEracr el'l'lplU}’E[iS. Fl'ﬂln a
financial perspective, the
compensation plans were not
our of line with industry
principles and the gross mar-
gins were actually lower than
industry standards.

As we moved into discus-
sions about the finances of
the business, the person who
was responsible for the cash
flow took me aside, He said,
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“Let me tell you the wick to
this business: it is financing
the receivables, If we can Fig—
ure out how to finance our
receivables, we would be in a
much better position.”

[ was shocked.
This employee had
no idea what he
was doing and was
putting the compa-
ny, the contract
employees and the
cuUstomers at risk.
When I dug into
the financials, 1
knew exactly where
oy loal. More than
80 percent of the
accounts receivable
were more than 61
days past due. This
was a problem.

Financial Squeeze
Accounts receivable is the
single most important con-
cern from a staffing suppli-
er's perspective. It is the 1ssue
that will keep the owners
and managers at vour suppli-
ers up at night. When the
receivables are running pase
435 days, it puts a financial
squeeze on most staffing
suppliers.

14 CONTINGENT WORKFORCE STRATEGIES SEFTEMBEER 2008

Accounts receivable can

be defined as the monies
awed to a staffing supplier
from its customers, And ves,
it is critical tor a staffing sup-
plier to be in the positon to
fund their receivables. It is
il'l'.l[}D]'[ﬁlH for a customer to
understand because it is a ley
indicator to the financial
health of the business.

Why are accounts receiv-

able such a big deal for a
staffing supplier? The answer

to this question, in part, lies
in understanding how much

money of a statfing supplier’s
invoice 1s considered “pass
through® money.

For most staffing suppli-
ers, 7 percent to 80 percent
af their total revenue is con-
sidered “pass through” dol-
lars, Pass through dollars do
nat stay with the staffing
supplier. For example, on a
10,000 invoice from a
staffing supplier, $7,000 to
58,000 of that invoice is

going to the contract work-
ers and their direct burden
(the contract workers® taxes
and workers” compensarion
insurance).

Staffing vendors view this
as financing their client’s pay-
roll. Not the entire payroll,
just the pavroll of the con-
tract or temporary workers
that are working at the
client’s site,

Let's take this a bit fur-
ther., If a staffing firm with
$10 million in annual rey-
enue s averaging a 25 per-
cent gross profic (rev-
enue minus the con-
tract workers' pay and
burden), then the com-
pany sees some $7.5
million pass-through
dollars annually. Such
a company is finan-
cing an average of
S144.231 a weel:. If
the vendor’s accounts
receivable are running
an average of 60 days,
the vendor has to
finance $1,153.844
of receivables.

Personal Guarantees
Most staffing firms finance
their receivables through a
line of credit from a banle,
which will typically require
the owners of the business to
personally guarantee to
finance any level of accounts
receivable. With the previous
example, the owners of the
staffing vendor would

be puaranteeing about
$800,000 in accounts receiv-




able as banks usually finance
up to 80 percent of accounts
receivable.

A staffing firm with $10
million in annual revenue is
considered a small business. It
is privately held and may be
owned by one person or by a
married couple that both
work in the business, It may
be a parmership.

Many of these privately
held staffing vendors, are put-
ting their homes up to person-
ally gnarantee their accounts
receivable. From the owner’s
perspective, this is clearly a
risk. You will also find that
the rolerance to such risk
varies from supplier to suppli-
er. Regardless of the tolerance
to risk, financing the accounts
receivable is a personal thing

for these firms because, for
most of them, their homes
are on the line.

Relationship Abuse
A company that pushes a
receivable from 45 days to
a0 days poses one set of
concerns for a staffing suppli-
er. The profit the supplier
is making on the account
decreases as there are costs
to borrowing money from a
hank to finance the receiv-
ables. It is more of an issoe
of getting the maney in from
the company and reducing
the days in which the payahle
is received.

When a company pushes
a receivable to — and heyond
— 90 days. it becomes a
whole other issue for the

supplier. Many of them take
it personally. From a suppli-
er’s perspective, they see it as
funding the payroll of a client
thar is way beyond the
acceptable norm. The owner
starts to sweat and beging
to feel that the client is con-
sciously abusing the suppli-
erfvendor reladonship.
Pushing one’s accounts
receivable to such levels may
cause the suppher to back out
of the account. Banks will
also see receivables that are
near the 90 day mark as high
riske. Often times, banks will
tell staffing vendors to find
other sources of financing
these high-risk receivables.
The owner of the small
staffing firm that | initially
spoke abourt did not know

what the company was
doing from a financial man-
agement perspective. This is
unusual, Most staffing firms
understand that accounts
receivable are their most
impaorrant financial concern.
But from a customer per-
spective, understanding your
supplier’s tolerance to finan-
cial risk and why a supplier
takes it so personally when
receivables go near and
beyond 90 days is critical

to maintaining a healthy
relationship. @
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