A Guide to Finance
for Recruitment
Business Leaders

This guide is designed to help
recruitment leaders who do not have a
dedicated finance team, offering
strategies and practical tools to
manage business finances.
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Effective financial management is vital to the
success of any recruitment business, regardless of
market conditions. Recruitment business leaders
must ensure they are not only tracking performance
but also maximising profitability, controlling cash
flow, and making strategic financial decisions.

This guide is designed to help recruitment leaders
who do not have a dedicated finance team, offering
strategies and practical tools to manage business
finances. You'l find everything from budgeting
templates to cash flow strategies, helping you take
control of your finances and plan for growth.
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Understanding Your
Financial Statements

Financial statements are the foundation of financial management.
Recruitment business leaders need to understand these documents to make
data-driven decisions. The three key statements are:

PROFIT &
LOSS
STATEMENT

BALANCE
S )

CASH FLOW

STATEMENT

This statement shows the revenue, costs, and profitability of your business
over a specific period. For recruitment companies, P&L statements should be
broken down into two main revenue streams: permanent placements
(typically paid as one-off fees) and contract placements (recurring
payments based on contract duration).

The balance sheet provides a snapshot of your company's assets and
liabilities. In recruitment, this is crucial for tracking Accounts Receivable (AR)
(client payments due) and Accounts Payable (AP) (contractor payments,
supplier invoices, etc.).

Recruitment businesses face frequent delays in receiving payments from
clients but must pay staff and contractors on time. Managing this flow is critical.

Let’s take a look at these statements in more detail ...




PROFIT & LOSS STATEMENT (P&L)

Example P&L Breakdown:

Amount (£)

Revenue (Perm) 400,000
Revenue
600,000
(Contract) ’

Cost of Sales

(Contract) (450,000)
P&L Key Takeaways:
» Revenue: Track revenue per service (perm vs. Gross Profit 550,000
contract). If the business is largely perm,
tracking by quarter can be more insightful
e Cost of Sales: For contracts, costs include Staff Costs (300,000)
contractor wages. Keep this margin under
control.
Overheads (100,000)
Gross Profit: Should be a focus for month-on-
month growth. Monitor closely as a percentage of
total revenue, and the average GP per contractor Profit Before Tax 150,000

Now let’s focus on Balance
Sheets and Cash Flow
Statements...
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BALANCE SHEET

Key Balance Sheet Items:

e Accounts Receivable: Regularly monitor
to avoid cash flow issues. Implement
systems to follow up with clients before
invoices become overdue. Be
consistently persistent!

e Accounts Payable: Include staff and
contractor wages, taxes, and other
supplier costs. Align payment terms with
your expected cash inflows to avoid

shortfalls.

CASH FLOW STATEMENT

How to Use It:

* Track cash inflows (client payments) vs.
cash outflows (wages, taxes, rent). Use
this to anticipate shortfalls and plan
accordingly.

MONEY

BUSINESS STRATEGY TIP ...
ANALYSIS S Implement cash flow forecasting (discussed
, in detail later) to ensure you always know
y CASH FLOW when cash is coming in and going out.

INVESTMENT
ASSET
ACCOUNTING
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Key Financial Metrics Every
Recruitment Leader Should Track

Knowing which financial
metrics to monitor is essential
for understanding the health of
your business and making
informed decisions.

@ NET FEE INCOME (NFI)

Net Fee Income refers to revenue after
deducting contractor costs but before
deducting staff salaries or other
overheads. This will often be the same as
Gross Profit but may differ if you have to
pay for eg reference checks. For
recruitment businesses, NFl is an essential
indicator of overall financial health.

Strategy Tip: Track NFI per consultant to
assess performance and identify
underperformers.

GROSS PROFIT PER
CONSULTANT (MONTH)

Track this to measure the productivity
of each consultant. Gross Profit per
Consultant = (Total Gross Profit /
Number of Consultants). This tells you
how profitable each income-
producing employee is.

Example Calculation:

If your recruitment business generates
£500,000 in gross profit and you have
10 consultants, each consultant’s gross
profit would be £50,000. Monitor this
monthly to ensure it trends upwards.

RETURN ON INVESTMENT PER
CONSULTANT

The Return on Investment (Rol) is
measured by deducting the staff costs
of the consultant from the GP per
consultant.

This tells you which consultants are
covering their variable costs of
employment, and which aren’t. You
should also set targets for Rol that are
sufficient not just to cover the “desk
cost” (ie the overheads and your costs
per desk), but also sufficient to deliver
the profit you would like to see.



Key Financial Metrics Every
Recruitment Leader Should Track

@ STAFF COSTS AS A PERCENTAGE OF NFI

Staff costs (salaries, commissions, bonuses, pensions, NI, staff wellness etc) are often the
highest expense in recruitment. Ideally, staff costs should not exceed 60% of NFI.

Example:

If NFI is £1,000,000 and staff costs are £550,000, your staff cost ratio is 55%, which is healthy.
If it rises above 60%, you may need to address compensation structures or review
consultant productivity.

In periods when a business is investing for the future the staff cost may exceed this figure,
but do ensure that this is a temporary spend and that you have set clear goals around
payback periods and time to first bill.

@ DEBTOR DAYS (ACCOUNTS RECEIVABLE DAYS)

Debtor Days measure how long clients take to pay invoices. Long debtor days can cause
cash flow issues.

e Target: Keep Debtor Days under 45 days.
e Example Strategy: Implement payment terms like net 30 and offer discounts for early
payments (e.g., 2% for payment within 15 days).

@ PROFIT MARGIN

Profit margin is a measure of the efficiency of your business. How good is the business at
turning sales into profit? If the owners of the business are paid by dividend, it should include
an estimate of salary for the owner.

Example Calculation:

Profit equals: Net Fee Income less staff costs, marketing costs, overheads and directors
salaries.

Profit Margin is the profit divided by the NFI

Great businesses generate a profit margin of 20%; if you're investing for growth it will be
lower than that.
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Budgeting & Forecasting for Growth

Creating a robust budget and forecasting
revenue and expenses will help you prepare for
future growth while avoiding financial pitfalls.

Step-by-Step Recruitment Budget
Creation:

» Project Revenue: Estimate how many
placements (perm and contract) your
team will complete. Use historical data
for accuracy.

o Example: You may estimate 50 perm
placements at £7,000 each and 100
contractors earning £5,000 margin per
month.

e Calculate Direct Costs: Include
contractor wages, job board fees, and
recruitment technology costs.

o Estimate Overheads: Include salaries,
office rent, and marketing expenses.

Build Cash Flow Forecasts: Anticipate the
timing of revenue and expenses. For
example, if contractors are paid fortnightly,
but clients pay after 30-60 days, you'll need
to account for this delay in your forecasts.

Don't forget the tax flows for VAT and
Corporate Tax. You'll need to ensure you've
built up the cash in readiness to pay

PROFIT & LOSS STATEMENT (P&L)

Example P&L Breakdown:

Monthly

Estimate LEELL

(€) Estimate(£)

Revenue (Perm) 480,000

Revenue

(Contract) 600,000

Total Revenue 1,080,000

Cost of Sale (480,000)

Net Fee Income 600,000

Staff Costs (360,000)

Marketing Costs (30,000)

Other

Overheads (120,000)

Profit Before
Tax

Profit Margin %
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Cash Flow Management: Keeping
Your Recruitment Business Solvent

Cash flow is often a challenge for recruitment businesses due to delayed client
payments and regular staff or contractor payrolls. Maintaining healthy cash flow is
essential to avoid financial bottlenecks. Look forward for 3 months to ensure you
have a view of future pinch points or opportunities in time to impact them.

CASH FLOW MANAGEMENT STRATEGIES:

 Invoice Promptly: As soon as a placement is made, send out invoices. Use invoicing
software like Xero or QuickBooks to streamline this.

» Negotiate Payment Terms: Try to secure net 30 payment terms with clients but
align contractor payments to when you receive the client’s funds.

» Use Invoice Factoring or Discounting: If clients delay payment but you need cash
to pay contractors, consider invoice factoring or Discounting. This provides
immediate liquidity by releasing cash from your debtor book.

» Monitor Debtor Days: Regularly track Debtor Days and follow up proactively on late
payments. Use a credit control team if necessary.

EXAMPLE: CASH FLOW FORECAST LAYOUT

Week 1 Week2 Week3d Weekd Week 13

Memo - invoices raised £ 25000 £ 30,000 £ 20,000 £ 15000 £ 25,000
Customer Payments (incl VAT) £ 24000 £ 12,000 £ - £ 42,000 £ 48,000
Contractor Payments (incl VAT) -£ 10,000 -£ 10,000 -£ 10,000 -£ 10,000 -£ 10,000
Staff Payroll (incl Commissions when payable) -£ 21,000
Pension £ 1,500 -£ 1,500
PAYE / NI £ 7,500 £ 7,500
Rent -£ 5,000
Linked In [Qtrly) -F 7,500
Other costs [insurance, IT, entertainment ...) -£ 1,200 - 1,200 - 1,200 -£ 3,400 £ 1,200
VAT £ 8,000
Directors -£ 5,000 -F 5,000
Loan Repayments
Corporation Tax

£ 12,800 -& 16,200 -§ 11,200 -£ 2400 g 15,300
Opening Cash Balance £ 10,000 £ 10,000 £ 10,000 £ 10,000
Closing Cash Balance g 22,800 FERNINGIZ00NEEIRIR00) = 7,600

Tip: Always maintain a minimum cash reserve that covers 3-6 months of operational costs.
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Profitability and Cost Control

Cost control is critical for sustaining profitability, especially in recruitment
businesses where staff salaries and commissions make up the bulk of expenses.

KEY AREAS TO FOCUS ON:

» Staff Costs: Regularly review compensation structures and ensure that salaries are
aligned with performance. Set clear KPIs for consultants, such as billings per head
and gross profit per consultant.

¢ Overheads: Keep non-essential costs under control, such as rent, office supplies,
and marketing expenses. Consider remote work options to reduce office space
costs.Negotiate. Be aware of contract renewal dates and take advantage to look at
terms.

e Technology: Invest in technology that boosts efficiency without breaking the bank.
Cloud-based software, such as Bullhorn or JobAdder, can streamline operations

and save money on manual processes.

 Consultant Productivity: Use metrics like Net Fee Income (NFI) per head and Rol
per consultant to identify underperformers and improve overall efficiency.

* 100,000,0008
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Financial Health Checks: Regular
Reviews and Monitoring

Conducting regular financial health checks ensures you stay on top of your
business’s finances. Set up monthly or quarterly reviews to identify and address
potential problems before they escalate.

WHAT TO INCLUDE IN FINANCIAL HEALTH CHECKS:

» P&L Review: Compare actuals to budget and identify areas where costs have
exceeded estimates. Review profit margins and see if any trends are emerging (e.g.,
rising contractor costs).

e Cash Flow Review: Ensure you have sufficient liquidity to cover upcoming expenses.
If cash is tight, assess whether to cut expenses or seek financing.

e Accounts Receivable: Review Debtor Days and follow up on any overdue invoices.
Implement stricter credit control measures if necessary.

e Board Report: Use a board report template to summarise KPIs such as revenue, NFl,
and profit margins. This will help track progress and identify areas for improvement.
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Board-Level Financial Reporting:
What Data Should You Share?

Effective board reporting is crucial for keeping stakeholders informed about the
financial performance of your recruitment business. Here’s an example of what
your report could include:

KEY FINANCIAL DATA TO REPORT:

e Revenue Breakdown (Perm vs. Contract): Clearly present income from both
services and include year-on-year comparisons.

 Profit Margins: Present gross profit and net profit as percentages of revenue. Show
how these have changed over the past quarter or year.

e Cash Flow Forecasts: Provide an update on current cash flow and any anticipated
cash shortages.

» Debtor Days Analysis: Highlight overdue payments and actions taken to recover
funds.

Example Board Report Layout:

e Section 1: KPI Summary (e.g., Revenue, NF, Profit Margins)
e Section 2: P&L Summary

e Section 3: Cash Flow Update

e Section 4: Debtor Days Analysis

e Section 5: Key Challenges and Opportunities
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Managing Debt and Financing
Options

Recruitment businesses often need external financing to manage cash flow or fund
growth initiatives. Below are some common financing options to consider:

DEBT MANAGEMENT:

* Invoice Factoring: A short-term solution for cash flow. This allows you to receive
immediate cash by selling your unpaid invoices to a third party.

* Invoice Discounting: A longer term solution for cashflow. This allows you to borrow
against your debtor book. You still own the debt and hold the relationships with your
customers.

» Revolving Credit Facility: A flexible loan that allows you to borrow money, repay,
and borrow again, as needed.

e Overdraft: Ideal for covering short-term cash flow gaps but be mindful of high
interest rates.

e Term Loans: Longer-term financing options for purchasing equipment, expanding
the business, or entering new markets. Be sure to assess the repayment schedule to
avoid cash flow problems.
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Building a Financial Strategy for
Long-Term Sustainability

Sustainable growth in recruitment requires strategic financial planning. A financial
strategy ensures you are not just focusing on short-term profitability but also
planning for long-term growth and stability.

KEY STRATEGIES TO CONSIDER:

* Reinvestment of Profits: Use profits to expand the team, invest in technology, or
enter new markets.

« Diversification of Revenue: Expand service offerings (e.g., executive search,
contract staffing) or enter new industries to reduce dependency on one client or
market segment.

¢ Maintain a Cash Reserve: Set aside enough capital to cover unexpected costs, such
as hiring freezes or economic downturns.

 Exit Strategy Planning: If your goal is to sell the business or attract investors, focus
on improving EBITDA and reducing reliance on key clients or consultants. Potential
buyers will look for businesses with steady cash flow, diverse revenue streams, and
scalable operations.
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Tax Planning and Compliance for
Recruitment Businesses

Tax planning is essential to avoid unexpected liabilities and optimise profitability.

TAX PLANNING TIPS (UK):

e VAT:Ensure you're VAT-compliant, particularly if you're using multiple revenue
streams like contract and perm placements.

e Payroll Taxes: Stay on top of payroll taxes for both permanent staff and contractors.

» Corporation Tax Planning: Work with a tax advisor to ensure that you're making the
most of any available deductions.

 Tip: Set aside tax reserves throughout the year so you aren’t caught off guard by
large tax payments at year-end.
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Using Technology to Streamline
Financial Management

The right technology can simplify financial management for recruitment
businesses. Here's how to leverage it effectively:

KEY TOOLS:

e Accounting Software: Use tools like Xero, QuickBooks, or Sage to automate
invoicing, payroll, and financial reporting.

e CRM & ATS: Tools like Bullhorn or JobAdder not only manage candidates but also
integrate with your finance systems to automate billing and reporting.

e Cash Flow Forecasting Tools: Utilise cash flow forecasting features to monitor
inflows and outflows, and ensure you have enough liquidity to cover shortfalls.

INVOICE 5=
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Outsourcing Financial Functions:
When and How to Hire External Help

If managing the finances of your recruitment business is becoming overwhelming,
consider outsourcing certain financial functions.

WHAT TO OUTSOURCE:

» Bookkeeping: Keep track of expenses, invoices, and reconciliations through
outsourced bookkeepers.

e Payroll Management: Ensure staff and contractor wages are managed smoothly
and compliantly.

e CFO Services: Consider hiring a part-time CFO for strategic advice, especially if you
are planning on scaling or securing funding. They can also help you navigate
through tough times, but don’t leave it too late to call on that expertise. The sooner
an issue is identified, the more options there are to solve it and the less painful the
solutions are.

WHEN TO OUTSOURCE:

Outsource financial functions when your internal team can no longer manage the
complexity of financial operations or when scaling the business requires expert
oversight.
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Preparing for Growth and Scalability

Scaling a recruitment business requires forward-thinking financial strategies.

STEPS TO PREPARE FOR GROWTH:

» Financial Modelling: Develop financial models that project future growth based on
realistic assumptions. Test different growth scenarios and assess their impact on
profitability. Know how much available cash you have, and hence how much of a
conscious strain the investment could put on your cash position.

« Hiring Plans: Ensure you have the right financial structures in place to support
expanding your team. Each new hire should come with a plan for how they will
contribute to the bottom line.

» Investment in Technology: Implement scalable technologies that can grow with
your business and reduce the need for manual intervention.
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Contingency Planning: Safeguarding
Your Business from Financial Risks

No recruitment business is immune to market volatility, client insolvency, or
unexpected downturns. Having a contingency plan will ensure your business
survives unforeseen challenges.

STEPS FOR CONTINGENCY PLANNING:

» Build an Emergency Fund: Keep at least 3-6 months of operating expenses in
reserve.

« Diversify Client Base: Avoid over-reliance on a single client or sector.

 Scenario Planning: Test how different financial scenarios (e.g.,, a major client
leaving) would affect cash flow, and build strategies to mitigate these risks.




We hope you found this guide useful!

This guide is designed to equip recruitment business
leaders with the key considerations, tools, strategies,
and insights needed to manage their finances
effectively and drive sustainable growth.

By focusing on core metrics, cash flow management,
cost control, and strategic financial planning, you can

position your recruitment business for long-term
success in any market condition.

Please reach out to the TRN Team if you need any additional support.
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