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A common discussion that we are having 

in the market is around how professional 

service firms structure their financing…
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How should

we structure 

our borrowing?

How should

we manage our

international 

treasury position?

What is

the right level of 

borrowing for a 

firm of our size?

How much

should we restrict

payments to our partners

if pre-agreed targets

are not met?

How much 

information should 

we be providing to 

our lenders?
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In an uncertain macro-economic environment, professional service firms face a 

number of challenges: more challenging requirements from clients; greater working 

flexibility for partners and employees; the need for technological development; the 

move away from traditional business models.

Facing these challenges, as well as other future developments requires a degree of resilience. It also is likely to require 

investment and firms are increasingly looking at how they will finance this and how the finance will be structured.

In this context, we have conducted this survey and summarised the responses received, so that we can highlight to you the 

variety of approaches at your disposal. 

At a headline level our view is that the approach taken by many is less sophisticated than you may expect for firms of this size

and complexity. There remains a surprisingly high number of firms who appear comfortable carrying large overdrafts that are 

‘due on demand’ – something we don’t see on this scale in businesses outside the sector. When we speak with CFOs outside 

the sector, the thought of managing a business in uncertain times with such a large funding creditor able to be considered as

‘now due’ at any time causes them to wince.

The level of cash tied up in working capital continues to amaze. Putting a positive slant on it; the potential to release cash is 

incredible. To have so much of your own cash at your disposal and yet continue to borrow to fund the fact that on average, the 

firms responding are in the region of 30 – 40 days off the working capital levels that we believe is possible, seems illogical. Mark 

O'Sullivan, who heads our lock up reduction team, would love the opportunity to show firms how this can be achieved – it really 

can be done and changing habits is never straightforward, but easier to achieve than many fear.

A significant reflection arising from this data is that there is not one structure that will work for all firms. As the professions open 

up to a broader range of business models all set up to deliver excellent client service, perhaps some of the ‘myths’ around how 

things could be done will be gradually debunked. We hope this provides food for thought on approaches that could work for your 

firm as well as informs you on how other firms are structuring their financing. 

Foreword
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What was the total borrowings as a 

percentage of the turnover? 

While this is not a ratio to run a firm by, it is fair to say that 

firms with higher percentages are running the risk that they 

would not be able to service the debt, particularly if there is an 

economic downturn or if their cost base increases.

9% of firms had borrowings over 20% of their 

turnover which feels a somewhat high level. These 

increased firms which had unlimited liability. It is surprising 

that partners of those firms feel comfortable with personal 

liabilities of such a high proportion of their firms’ activity; it 

feels a strange risk/reward ratio to run your business life with.

What type of borrowings facilities 

are used?

There is a wide spread across the different types of borrowing 

facilities that firms used. This is expected given that lenders 

have looked to move borrowers away from their traditional 

overdraft facilities to more structured facilities over the last 10 

years.

However nearly a third of firms still used overdrafts or 

short term loans with maturity dates of less than one 

year to fund over 50% of their total borrowings. 

The use of these short term facilities increases the liquidity 

risk to the firms that the facilities would no longer be available 

if there is another financial downturn or the firms’ 

performance deteriorates from one year to the next. There 

are few sectors that would routinely operate with such a high 

exposure to on demand banking facilities in this way.

Over 35% of firms used medium or longer term loans to fund 

over 50% of their total borrowings which gives these firms 

some certainty over the availability of these facilities. 

Borrowing
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What is the lending used to finance?

Nearly four out of five firms used their lending to finance 

either working capital requirements or specific investment 

requirements (such as property purchases, property 

refurbishments or other investments). 

Working 
capital
42%

Specific 
investments

38%

Annual PI 
renewal

16%

Tax 
funding

2%

Other
2%

How many different lenders do firms 

use?

In our experience, it is fairly usual for firms to use funding 

from two lenders – often to create some healthy competitive 

tension and to de-risk the lending vulnerability.  

Of those firms that had borrowings, over 75% used one or 

two lenders for their borrowing requirements. 

For those firms using two lenders, although a few of these 

firms used both lenders to finance working capital, the 

majority of them used one lender to finance their working 

capital requirement and one lender to finance either a specific 

investment or their annual PI renewal.

8% of firms used four lenders for their borrowing 

requirements and these firms generally used each lender for 

a different purpose (eg working capital, specific investments 

etc). 
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We have seen firms reduce net debt by 20%-25% in less than 

a year – just imagine what firms could do with

that level of additional ‘free’ funding.
Mark O’Sullivan

Head of Working Capital Advisory

Grant Thornton UK LLP
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How often do firms generally meet their 

‘main’ lender?

From our experience it is clear that both lenders and firms 

can benefit if there is a strong working relationship and clear 

communication of financial performance. It is difficult to see 

how strong working relationships can be formed and 

maintained if banks and firms are not meeting at least 

quarterly.

37% of respondent firms do not meet their main lenders 

this regularly, with one in twenty firms meeting their main 

lender ‘rarely’, i.e. less frequent than once a year. 

It seems astonishing that the banks, who have had significant 

write offs in the sector, would continue to be happy with such 

infrequent engagement but also a shame that firms don’t see 

it as important to develop their relationship with funding 

providers further. 

How often are firms generally required to 

provide management information to their 

'main' lender? 

We would expect that firms would share their management 

information with their main lenders on a monthly basis but 

nearly 50% of firms provide management 

information less regularly than this, with 12% of 

respondents only required to provide management 

information on an annual basis. Of these firms, less than a 

third meet their main lender on a more regular basis than this. 

It must be challenging for the banks to have a good 

understanding of their clients in these circumstances.

We are seeing a wide variance in the level of information that 

firms include in their management reports. A good report is a 

means not an end in itself but it should contain all the 

necessary information to facilitate decision-making at senior 

management and/or board level. Does your firm’s 

management information achieve this? 
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How do firms typically fund significant items of expenditure?

The above graphs sets out how the respondent firms are 

funding significant items of expenditure.

It is only reasonable to expect some borrowing to be used to 

fund working capital and specific investment instances. It also 

isn’t a bad idea to use well priced funding to spread the 

impact of the annul PI renewal premium over the year, in the 

way that most consumers would spread their home insurance 

over monthly payments (37% of firms use specific term 

loans to fund their PI premium). 

64% of firms are funding significant capital 

expenditure from specific term loans and the majority of 

firms are funding overseas expansion from free cash (38% of 

firms) or specific term loans (38% of firms). 

It is less comforting to find firms using external borrowing to 

fund operational payments such as VAT and income taxes. 

VAT should be payable through regular debt recovery and 

income tax payments lag the generation of profit by an extent 

which should allow collection of the fees generating that profit 

and hence borrowing to fund these payments would 

potentially indicate at best, poor cashflow planning and at 

worst, signs of distress. 7% of respondent firms are resorting 

to borrowing to fund their tax payments, and 2% of firms their 

VAT payment. 
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How do firms forecast and monitor 

financing requirements?

75% of respondent firms confirmed that they use integrated 

models with sensitised key assumptions, which is pleasingly 

higher than our expectations based on what we see in 

practice.

Only 37% of firms forecast their covenant 

compliance as part of their monitoring process. This 

may be due to a perceived low risk of breaching covenants as 

a result of significant headroom on the covenants but we feel 

that this is an area that firms could strengthen their processes 

in, and where banks may wish to reflect on their 

requirements.

Details of the processes used by firms have been set out in 

Appendix II. 

For future investment needs, are formal 

business cases prepared and approved? 

While over 90% of firms have responded that a formal 

business case has to be prepared and approved for future 

investments, we would put a slight health warning on that 

finding given what we have observed in practice over the 

years as the quality and detail included within much of what 

we see is less than that experienced working in other sectors.

Do you follow up on the performance of 

investments against the approved 

business case?

Two thirds of these firms

do not which feels like

a business discipline 

that ought to be improved. 

Our experience shows that the business cases underpinning 

the borrowing are often less developed than we see in other 

sectors with a less rigorous assessment of the expected pay 

back period of the investments and when the cash flows will 

arise. In other sectors, far more focus is given to questions 

such as:

How does the expected pay back period compare to the term 

of the loan? How do the cash flows from the investment, 

which are likely to be weighted towards the end of the pay 

back period, compare to the payments of interest and capital 

of the loan? 

Failure to get these right at the outset could mean that firms 

are funding these loan payments from existing cash/other 

facilities in the short term rather than the investment 

generating the cash to fund the loan payments.

Internal processes
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Do firms pool international banking 

facilities?

The large majority of respondents do not pool their 

international banking facilities, although we are seeing an 

increasing trend of firms doing so. 

Do you formally hedge foreign 

exchange risks?

How do firms manage their international 

treasury position?

We would expect that firms would look to maximise their 

return on any funds held or reduce the cost of borrowings 

through having a dedicated international treasury function. 

Firms use a variety of approaches to manage their 

international treasury position and this reflects the nature and 

complexity of their operations.

These approaches include:

• various currency bank accounts 

• centrally from UK/London acts as treasury/Operationally 

managed within each entity with oversight from UK

• manually aggregate positions and requirements and 

coordination between appropriate individuals in each 

office to receive or send funds as appropriate

• internally/in-house

• standard banking arrangements/very small need 

managed by main bankers

• frequent transfer of excess funds back to UK. Conversion 

to GBP over a year rather than building a position

• office by office, with cash requirements sent between 

offices as required. Aim to provide in same currency

(ie Euro office to Euro office) but not always possible

• daily cash update

• review cashflows regularly and move currencies to where 

they're needed

• some billing in multi currency. International office is in 

investment/start up phase so funded by GBP which has 

led to higher GBP cost post-Brexit

• quarterly cash forecasts. Funding provided by or returned 

to UK. Agreed loan financing from UK to non-UK offices.

International operations

9

Yes
18%

No
82%

Yes
7%

No
93%



© 2018 Grant Thornton UK LLP. Confidential and for information only. How are firms funding their future strategy? | April 2018

How do firms provide funding to 

overseas operations or member firms?

The majority of firms that operate internationally provide 

funding to overseas operations or members firms, mostly 

through a mixture of formal or informal loans. Other financial 

support is provided, mainly through guarantees on property 

leases. Only a limited number of firms receive funding from 

overseas member firms.

Does the firm have a formal mechanism 

or credit terms to recover fees/debts 

from overseas operations or member 

firms for overdue/outstanding amounts? 

65% of the firms that operate internationally do not 

have any formal mechanism or credit terms to recover 

fees/debts from overseas operations or member firms for 

overdue/outstanding amounts.

These firms will need to consider whether, in the event of 

cash flow difficulties, for either themselves or their overseas 

operation/member firm, they will be able to recover these 

funds and how long this may take. 

For the firms that do have formal mechanism or credit terms 

in place, this is generally through formal agreements agreed 

by both parties. 
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Approximately what percentage of a 

partners’ anticipated net of tax profit 

share is available to be distributed as 

regular monthly drawings during the 

year?

These responses are broadly consistent with results we have 

seen in our previous surveys, although there has been a 

move to a greater proportion of firms distributing less than 

40% of profits as monthly drawings. This could be an 

indication that firms are monitoring cashflows in relation to 

drawings more closely to ensure that third party debt isn't 

being stretched simply to maintain drawings levels when this 

could impact on the ability of the firms to finance themselves 

going forward.

9% of respondents distribute greater than 80% of their profits 

as monthly drawings which could be placing significant strain 

on cashflow.

Do firms restrict monthly drawings if pre-

agreed working capital targets are not 

met?

16% of firms restrict drawings, which is a slight increase 

from previous surveys that we have undertaken. Of that 16%, 

approx. 80% apply that restriction to all partners rather than 

just the individuals. 

It is understandable for those with cautious monthly drawings 

levels as it appears more fair on the individuals to provide 

certainty over monthly drawings levels. However, for those at 

the higher end of the monthly drawings scale, it may be wise 

to consider whether restrictions could be applied as it does 

represent an exposure to these firms.

Of the firms that do restrict drawings, over 40% restrict all 

partners monthly drawings by 100% if pre-agreed 

working capital targets are not met. This has the potential to 

cause significant tension if the targets are being missed by 

only a couple of practice groups or teams.

We would imagine that, for a partner in the firms who can 

restrict monthly drawings by 100% if working capital targets 

are missed, there is a significant incentive to remain on top of 

their working capital…

Working capital

11

0% 10% 20% 30%

Less than
40%

40%-50%

50%-60%

60%-70%

70%-80%

80%-90%

100%

% of respondents

%
 a

s
 m

o
n

th
ly

 d
ra

w
in

g
s

No
84%

3%

13%

Yes
16%

The cheapest form of finance available to most firms sits in lock-up. With most firms holding between 120-150 days of turnover 

in WIP and debtors, there are opportunities to deliver a transformational impact on net debt by improving the frequency and 

timeliness of billing, whilst embedding credit control best practices. It sounds simple but ultimately is one that requires careful 

planning and execution as in many cases it will require a change in organisational cash culture and awareness. However, for 

those that are willing to make it a priority, the benefits are significant. We have seen firms reduce net debt by 20%-25%

in less than a year through an organisation-wide commitment to better management of lock-up.

Mark O’Sullivan

Head of Working Capital Advisory

Grant Thornton UK LLP
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Can the amount or timing of monthly 

drawings be restricted in order for the 

firm to meet known cash outflows

(eg payment of tax liabilities)?

Over half of firms are able to restrict monthly drawings in 

order for the firm to meet known cash outflows. In our view, 

that is a good place to be as firms that don’t are increasing 

their exposure to significant cashflow risk. 

Are special distributions paid on a pre-

agreed timetable?

Three out of four firms pay special distributions on a pre-

agreed timetable, and as set out below, the majority of these 

firms pay out their special distributions within a year of their 

financial year end. 

For those firms that pay special distributions on a quarterly or 

monthly basis, there is a risk that payments will be made 

before cash is received from clients.
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Can the amount or timing of special 

distributions be restricted in order for the 

firm to meet known cash outflows

(eg payment of tax liabilities)? 

It is encouraging that the large majority of firms are able to 

restrict special distributions in order for the firm to meet 

known cash outflows.

Does the firm fund any overlap profit tax 

liabilities on behalf of its partners?

31% of firms fund the tax liabilities arising from 

overlap profit on behalf of its partners.

For those firms that fund overlap profit tax liabilities, the value 

at the end of the last financial year ranged from £0.5 million to 

£15 million. 

For those at the higher end of this range, this is a significant 

liability for the firm to fund. Is this the best use of these 

facilities?

Do you restrict special distributions (but 

not the monthly ones) if pre-agreed 

working capital targets are not met?

This is a slight decrease from previous surveys where we 

found that 60% of firms responded ‘yes’.

Over three times as many firms restrict special distributions 

compared to monthly drawings, not surprising in the current 

environment where firms continue to have pressure on their 

cash positions.

Of the firms that do restrict special distributions if pre-agreed 

working capital targets are not met, 81% of firms restrict 

100% of the special distributions.

It is interesting to learn that 46% of firms responding do not 

restrict special distributions. In the current market conditions, 

and with our experience of the toughening debtor collection 

environment, we are surprised that this many firms can afford 

to maintain full distribution of all specials. 
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About Grant Thornton 
UK LLP

Grant Thornton is one of the world’s leading organisations of independent assurance, 

tax and advisory firms. 

We combine award-winning technical expertise with the intuition, insight and confidence gained from our extensive sector 

experience and a deeper understanding of our clients.

Through empowered client service teams, approachable 

partners and shorter decision making chains, we provide a 

wider point of view and operate in a way that’s as fast and 

agile as our clients. 

The real benefit for dynamic organisations is more meaningful 

and forward-looking advice that can help to unlock their 

potential for growth.
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Legal, 82%

Consulting, 
6%

Property 
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Appendix I - Overview of 
responding firms

Over 90 professional service firms responded to our survey over the last year.

Sector Business structure
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Appendix II –
Open text responses

Processes used by firms to forecasting and monitoring financial requirements

• We forecast cashflow forecasts on a 12 month rolling 

basis, based on prudent income and expense 

assumptions

• Detailed forecast bottom up and top down followed by 

cash flow modelling

• Look at prior years, prospects, new staff requirements, 

new office opening

• All spreadsheet based, prepared by finance team, 

discussed with Practice Area heads and other budget 

holders, approved by Board

• 12 months rolling cash flow with flexed assumptions 

based on budget and actual performance

• We reforecast profits on a six monthly basis and cash 

flows on a monthly basis. We have no bank covenants to 

monitor

• Projecting total net assets based on budgeted profit and 

cash flows

• Rolling 12 month cash forecast based on standard 

assumptions and detailed short term analysis

• Rolling cash flow forecast

• Weekly cashflow forecast on rolling 12 month term

• Monthly review of forward cash requirements

• Weekly and monthly cash flow planning tied to financial 

budgets

• Monthly cashflow with feedback from each office on their 

cash requirements to year end. As we budget on an 

annual basis, always difficult to do sensible cashflow 

beyond year end until about three months before year end 

(when first draft budget is taking shape)

• Weekly update of cash flow and monthly update of figures 

following month end. Other updates are done as a result 

of projections changing

• Projections by reference to annual budgets

• Rolling 13 week cashflow forecast issued to owners. 

Quarterly formal forecast (updating annual budget)

• Excel based

• Annual budget, half year forecast, weekly cashflow 

forecast out three to six months

• A variety of approaches based around budgeting at team 

specific level

• Monthly cashflow forecast (with 12 month horizon), 

quarterly P&L reforecasts, bank covenant verification 

monthly

• Annual budget and monthly 12 month rolling cash flow 

forecasting

• Monthly cashflow forecasts for remainder of financial year

• Year on year review of capital investments to be made. 

Monthly update of cashflow and forecasts for following six 

to 12 months

• Reforecast each quarter, taking quarterly results to date 

and forecast for the rest of the year based on discussion 

with practice heads. Rolling forecast of payroll costs kept. 

Overheads only updated where significant change

• Market facing income reforecasts quarterly, costs 

reforecast monthly looking out over 24 months using 

Prophix and linked to HR system and future view of 

resourcing

• Rolling 12 month top down model 
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