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How to Handle Receivables Amid Shrinking
Cannabis Profits

The cannabis industry has experienced exponential growth over the past few years, with more states and
countries embracing legalization for both medical and recreational use. However, despite this expansion,
many cannabis businesses are facing a significant challenge—shrinking profits. Market saturation, increased
competition, and regulatory burdens have led to compressed margins, making it harder for cannabis
companies to maintain profitability. In this challenging environment, effectively managing receivables has
become crucial to ensuring the financial health of businesses.

Here' s how cannabis businesses can handle receivables amid shrinking profits to maintain cash flow, reduce
financial risks, and stay competitive in an evolving industry.

Under standing the mportance of Receivables M anagement

Accounts receivable refers to the outstanding balances that customers owe to a business for products or
services already delivered. Managing receivables efficiently is critical for maintaining liquidity—especially
in a cash-strapped industry like cannabis, where companies often operate with limited access to traditional
banking and financial services.

In ashrinking profit environment, delayed or unpaid receivables can lead to significant cash flow problems.
For cannabis businesses, this challenge is exacerbated by the high operating costs and compliance expenses
associated with regulatory frameworks. Failure to manage receivables can result in not only cash flow issues
but also the inability to pay suppliers, employees, and other essential operating expenses.

Implement Clear Credit Policies

One of the most effective ways to manage receivablesis by establishing clear and consistent credit policies.
Cannabis businesses often extend credit to retailers, wholesalers, or other partners to encourage larger
purchases. However, in amarket with shrinking profits, extending credit without a clear policy can be risky.

To mitigate these risks, cannabis companies should:

Set Credit Limits: Establish clear credit limits based on the customer’ s creditworthiness, payment history,
and financial stability. Conduct credit checks before extending credit to new customers.

Define Payment Terms:. Clearly outline the terms of payment, including due dates, |ate fees, and penalties
for non-payment. Common payment terms include net 30, 60, or 90 days. Shorter terms are preferablein a
low-margin environment to ensure quicker cash flow.

Document Agreements. Ensure that all credit arrangements are documented and signed by both parties to
avoid disputes. A formal agreement also provides legal recourse in case of non-payment.



Monitor Receivables Regularly

Consistent monitoring of receivablesis crucial for staying on top of outstanding payments. Businesses should
invest in accounting software that tracks receivables and sends reminders to customers when payments are
due. Automated systems can help streamline this process and reduce the risk of overlooking unpaid invoices.

Here are some practical steps for monitoring receivables:

Aging Reports. Use aging reports to track how long invoices have been outstanding. These reports
categorize receivables based on how overdue they are (e.g., 0-30 days, 31-60 days, etc.). Regularly reviewing
aging reports can help identify customers who are consistently late in making payments.

Set Up Automated Reminders: Implement automated payment reminders to notify customers when their
invoices are due or past due. These reminders can help prompt timely payments and reduce the likelihood of
late or unpaid invoices.

Conduct Monthly Reviews: Conduct monthly reviews of receivables to assess the overall financial health of
the business. Look for patterns of late payments or non-payment and address them promptly.

Build Strong Relationshipswith Customers

In the cannabis industry, building strong rel ationships with customers can help businesses secure timely
payments and reduce the risk of non-payment. Good communication and a solid rapport with customers can
create a sense of trust and encourage them to prioritize paying your invoices.

Stay Engaged: Regularly communicate with customers to ensure they are satisfied with your products and
services. Staying engaged allows you to address any potential issues that could delay payments.

Offer Flexible Payment Options. Consider offering flexible payment options, such as installment plans or
early payment discounts, to incentivize customers to pay sooner. However, make sure these options do not
negatively impact your cash flow or profitability.

Be Proactive About Collections: If a customer consistently misses payments, address the issue early. Reach
out to discuss their financial situation and work out a payment plan if necessary. Being proactive can help
prevent bad debts and strengthen customer relationships.

Use Invoice Factoring for Immediate Cash Flow

Invoice factoring is a financing solution that alows businesses to sell their unpaid invoicesto a third-party
factoring company in exchange for immediate cash. This can be a valuable option for cannabis businesses
facing cash flow constraints due to unpaid receivables.

In atypical invoice factoring arrangement, the factoring company will advance a percentage of theinvoice's
value (usually between 70-90%), with the remaining balance paid once the customer settles the invoice.
While factoring comes with afee, it provides an immediate infusion of cash, which can be crucial in

maintai ning operations during periods of low profitability.

However, businesses should weigh the cost of factoring against their financial needs. Invoice factoring can be
expensive, with fees typically ranging from 1% to 5% of the invoice value. It’s important to determine
whether the cost of factoring isjustified by the benefit of immediate cash flow.



Tighten Credit Termswith Struggling Customers

As cannabis profits shrink, it’s important to identify customers who may be struggling financially and tighten
credit terms with them. Allowing struggling customers to accumulate large balances without any restrictions
can lead to bad debts, which can further erode your margins.

Limit Credit Extensions: If a customer has a history of late payments or financial instability, reduce the
amount of credit you extend to them or switch to cash-on-delivery (COD) terms. While this may strain the
business relationship, it protects your cash flow.

Require Depositsfor Large Orders: For larger orders, require a deposit upfront to reduce the financial risk.
This ensures that the customer is invested in the transaction and reduces the amount you are owed in case of
non-payment.

Regular Credit Reviews: Regularly review the creditworthiness of customers, especialy if they are
experiencing financial difficulties. Adjust their credit limits as necessary to reduce exposure to bad debts.

Diversify Customer Baseto Spread Risk

Relying too heavily on a small number of customers can increase the risk of cash flow problemsif one or
more customers fail to pay on time. In the cannabis industry, it’s essential to diversify your customer base to
spread risk and protect against non-payment.

Expand Your Market: Look for new opportunities to expand your customer base, whether through
geographic expansion, targeting new demographics, or offering new product lines.

Balance L arge and Small Accounts: Maintaining a mix of large and small accounts can help balance cash
flow risks. While large accounts may bring in more revenue, small accounts often have shorter payment
cycles and can provide steady cash flow.

In an industry with shrinking profits, effective receivables management is crucial for maintaining the
financial health of a cannabis business. By implementing clear credit policies, monitoring receivables,
building strong customer relationships, and exploring options like invoice factoring, cannabis businesses can
improve cash flow and reduce the risk of financial instability. With the right strategies in place, businesses
can navigate the challenges of a competitive and rapidly evolving market, ensuring long-term success despite
shrinking margins.
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