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Protecting Your Cash Flow Through Commercial Contract Clauses

A Practical Guide for Business Leaders and Finance Teams

Introduction: Protecting Your Cash Flow

Cash flow is the lifeblood of any business. No matter how profitable a company may be
on paper, poor contract terms can lead to delays, disputes, and ultimately, cash flow
problems that threaten sustainability.

This guide will help you understand the key commercial contract clauses that protect
your cash flow, reduce payment risk, and ensure you get paid on time — so you can focus
on growing your business with confidence.

Key Clauses for Cash Security

1. Clear Payment Terms This clause specifies when and how payments will be
made. Unclear or vague payment terms are one of the
most common reasons payments get delayed or
disputed. Defining when, how, and under what
conditions payments should be made is critical. It should
include:

The Foundation of Cash
Protection

e Payment Schedule: Outline specific dates or
milestones for payments.

e Payment Method: Indicate accepted forms of
payment (e.g., wire transfer, check, credit card).

e Currency and Taxes: Define currency for payments
and who is responsible for taxes, duties, and fees.

Tip: Negotiate favorable payment terms and consider
including early payment discounts to incentivize timely
payments.

Example clause: “Invoices are payable within 30 days of
receipt, through wire transfer. Payment to be made in
USD. All taxes, duties, and related fees are to be borne by
the payer.”



2. Advance Payments and
Deposits

Securing cash upfront

3. Clear Scope and Change
Order Management

Preventing Disputes

4. Credit Management and
Due Diligence Clauses

Minimizing credit risk

Requiring advance payments or deposits reduces risk by
securing cash before work begins or goods are shipped.

e Deposit amount: Usually a percentage of the total
contract value (e.g., 20-50%).

e Non-refundable clause: Clarify if the deposit is non-
refundable, especially for custom orders or
committed resources.

e Timing: Define when the deposit is due.

Example clause: “A 30% non-refundable deposit is due
upon contract signing to confirm order.”

Disputes over what’s included in the contract scope are a
major cause of payment delays. Clear definitions and
procedures for handling changes help avoid
disagreements.

e Scope definition: Detailed description of
goods/services, deliverables, and timelines.

e Change order process: Require written agreement on
any changes affecting price or delivery.

e Impact on payment: Specify how changes impact
cost and payment terms.

Example clause: “Any changes to scope must be
documented and approved in writing. Additional costs
and revised payment terms will be agreed prior to
execution.”

Ensuring customers meet credit criteria before extending
payment terms reduces bad debt risk.

e Credit checks: Right to perform credit checks before
contract acceptance.

e Credit limit: Define maximum credit exposure and
consequences of breach.

e Personal or corporate guarantees: Option to request
guarantees for high-risk clients.

Example clause: “The Supplier reserves the right to
conduct credit checks and require payment in advance
or guarantees where deemed necessary.”



5. Penalties on Late
Payment

Incentivizing timely
payments

6. Dispute Resolution and
Suspension of Work

Protecting Your Cash Flow in
Difficult Times

7. Retention and Security
Clauses

Protecting your right to
payment

Late payments can choke cash flow. Enforcing interest or
penalties encourages customers to pay on time.

e Penalty: Specify rate and calculation method (e.g.,
1.5% per month on overdue amounts).

e Grace period: Optional short period before penalties
apply.

e Enforcement: Confirm penalties accrue until
payment is received.

Example clause: “Late payments shall incur penalties at
the rate of 1.5% per month on overdue amounts,
commencing 5 days after the due date.”

Disputes can stall payments indefinitely. Defining clear
resolution procedures and rights to suspend work
protects cash flow and limits losses.

e Dispute resolution: Define mediation/arbitration
steps before litigation.

e Suspension of work: Right to suspend work if
payments are overdue beyond a defined period.

e Payment upon suspension: Clarify that work done up
to suspension must be paid.

Example clause: “/If payment is not received within 30
days of due date, the Supplier reserves the right to
suspend further work until payment is made.”

Retention clauses (holding back a percentage of
payment until final delivery/acceptance) and security
interests (e.g., liens) help ensure work completion and
payment.

e Retention percentage: Typically 5-10% withheld until
project completion.

e Conditions for release: Define criteria for releasing
retained amounts.

e Security interests: Right to hold title to goods until
full payment.

Example clause: “The Client shall retain 5% of the
contract value until satisfactory project completion and
acceptance.”



8. Currency and FX Risk
Clauses

Avoiding unexpected losses

For international contracts, currency fluctuations can
impact cash flow. Clauses allocating FX risk protect
margins.

e Currency of payment: Define contract currency.

e FXrisk allocation: Clarify which party bears
exchange rate changes.

e Adjustment mechanisms: Option for price
adjustments linked to currency movements.

Example clause: “All payments shall be made in USD. The
Client bears all foreign exchange risk.”

Summary: The Contract as Your Cash Flow Shield

A well-drafted commercial contract is not just a legal formality — it’s a powerful tool to
protect your cash flow, minimize risks, and improve business stability.

Focus on:

Managing currency risk

Clear, enforceable payment terms

Advance payment or deposit clauses
Well-defined scope and change management
Rigorous credit and risk control

Penalties for late payments

Retention and security rights

Effective dispute resolution

Conclusion: Proactive Contract Management

Protecting your company's cash flow requires a proactive approach to contract
management. By understanding and implementing the clauses outlined in this guide,
you can mitigate risks, safeguard your financial interests, and build stronger, more
secure business relationships. The effort you invest in drafting strong cash-protecting
contract clauses pays for itself many times over in smoother cash flow, fewer disputes,

and a healthier business.



About Merzaai Advisory & Accounting

Merzaai Advisory & Accounting is a boutique finance office partner for growing businesses
in the UAE. We combine hands-on accounting services with deep financial diagnostics to
help companies unlock trapped cash, boost margins, and build resilient operations.

Our proprietary FUEL Framework™ guides clients through the full cash value chain — from
credit risk and contract structuring to invoicing, collections, and treasury — helping them
solve root-cause cash flow issues and improve profitability.

With a strong track record across industries like manufacturing, services, energy, and
trading, Merzaai brings both financial discipline and business acumen to the table. Whether
you're struggling with late payments, hidden cash leaks, or poor visibility, we don’t just
report your numbers — we help you improve them.




